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WEDNESDAY, MARCH 14, 1951 


Unirep States SENATE, 
CoMMITTEE ON EXPENDITURES IN 
THE Executive DEPARTMENTS, 
INVESTIGATIONS SUBCOMMITTEE, 
Washington, D. C. 

The subcommittee met at 10:15 a. m., pursuant to Senate Resolu- 
tion 51, agreed to January 29, 1951, first session, Eighty-second 
Congress, in Room 357, Senate Office Building, Senator Clyde R. 
Hoey (chairman) presiding. 

(S. Res. 51 follows:) 


[S. Res. 51, 81st Cong., Ist sess.] 
RESOLUTION 


Resolved, That in holding hearings, reporting such hearings, and making 
investigations as authorized by subsection (g) (2) (D) of rule X XV of the Standing 
Rules of the Senate, the Committee on Expenditures in the Executive Depart- 
ments, or any duly authorized subcommittee thereof, is authorized during the 
period beginning on February 16, 1949, and ending on February 15, 1950, to 
make such expenditures, and to employ upon a temporary basis such investigators, 
and such technical, clerical, and other assistants, as it deems advisable. 

Sec. 2. The expenses of the committee under this resolution (which shall not 
exceed $15,000 for studying intergovernmental relations with the States and 
municipalities or $18,000 for studying relations with international organizations) 
shall be paid from the contingent fund of the Senate upon vouchers approved by 
the chairman of the committee or subcommittee, as the case may be. 

Present: Senators Clyde R. Hoey of North Carolina, John L. 
McClellan of Arkansas, Karl E. Mundt of South Dakota, and Richard 
M. Nixon of California. 

Also present: Francis D. Flanagan, chief counsel; James F. Sheri- 
dan, investigator; and Ruth Young, clerk. 

Senator Hory. The subcommittee will come to order, please. 

I wish to make a brief opening statement. 

Following this subcommittee’s public hearings on the activities of 
5-percenters a report was submitted to the Senate which made certain 
recommendations with a view of eliminating the influence peddler in 
Government. It was stated in the subcommittee’s report that the 
fundamental reason for the success of the influence peddler has been 
that he was permitted to operate surreptitiously. The subcommittee 
is still of the opinion that once the 5-percenter is exposed to the light 
of day he cannot long survive. 

The subcommittee, in order to prevent the behind-the-scenes opera- 
tions of influence peddlers recommended in its report that all Govern- 
ment contract forms be changed to require contractors to make full 
disclosures concerning agents who represented them in contract nego- 
tiations. Pursuant to that recommendation the General Services 
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Administration issued new Government contract forms which now 
provide that contractors must state affirmatively whether or not any- 
one, other than a full-time regular employee, performed any duties for 
them in connection with contract negotiations. If contractors hire 
such an agent, certain disclosures concerning the fees paid to the agent 
and other information must be reported to the contracting agency of 
the Government. 

These new contract forms were issued about July 1950 and the new 
forms are now in use in all Government procurement agencies. The 
subcommittee staff has recently been conducting inquiries with the 
Government procurement agencies for the purpose of determining the 
effectiveness of this new contract form. Our preliminary inquiries 
have revealed that proportionately few contractors have indicated 
that they are using other than full-time employees in the negotiation 
of Government contracts. Today we desire to develop information 
from representatives of various Government procurement groups con- 
cerning the effectiveness of these new contract provisions and to con- 
sider methods to eliminate the influence peddler. 

During our previous hearings on this subject it was also determined 
by the subcommittee that one of the best methods to combat the 
influence peddler in the field of Government procurement is to devise 
ways and means by which businessmen, without resorting to the use of 
5-percenters, can readily determine how, when and where to sell their 
commodity to the Government. Again, as the result of the sub- 
committee’s recommendations the Department of Defense and other 
agencies of Government set up new information services for the hely 
and assistance of businessmen seeking to sell to the Government. 
The operation of these information centers will be discussed with some 
of the witnesses here today. 

The subcommittee has always maintained that the influence 
peddler must be kept out of the field of Government procurement, and 
I wish to point out that it should not be necessary for any businessman 
to hire a 5-percenter in order to get Government business. However, 
the subcommittee does not desire to convey the impression that we are 
opposed to the legitimate activities of lawvers, bona fide commission 
agents or other part-time representatives. We realize that many 
firms often find it helpful to use bona fide commission agents or other 
part-time representatives for the purpose of negotiating Government 
business. This is particularly true in the case of small-business firms 
which are far removed from the center of procurement activities and 
cannot afford full-time emplovees to handle their negotiations on 
yovernment contracts. However, I wish to point out that if business- 
men do use bona fide part-time representatives, they should make 
proper and full disclosures to the procurement agencies concerning 
the employment of these agents in accordance with present contract 
requirements. 

The subcommittee staff is now investigating complaints of the 
operations of influence peddlers and other shady eperators in the field 
of procurement and in view of the accelerated defense procurement 
program it is the intention of the subcommittee to give priority to 
these inquiries. In this regard we invite information from business- 
men and others who might be in possession of specific facts concerning 
the activities of these influence peddlers. 
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The subcommittee is determined to continue to make a careful 
surveillance of these and other problems in connection with our 
multi-billion dollar defense procurement program. 

We will begin our hearings today by calling Col. Jess Larson, the 
Administrator of General Services Administration to be the first 
witness. 

Colonel, would you prefer to read your statement through without 
interruption, and then answer questions, or how would you like it? 


STATEMENT OF JESS LARSON, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Mr. Larson. Well, I will proceed in such manner as the subcommit- 
tee desires, Senator. You may interrupt me if vou see fit, or I will be 
available for questions both during and after the presentation of my 
statement. 

Senator Horry. Thank you then, Colonel Larson, you may begin. 

Mr. Larson. Senator Hoey and members of the sube ommittee, 
about 18 months ago I appeared before this subcommittee at its invita- 
tion to express my views concerning the vexing problem, faced by all 
Federal purchasing officials, of how to deal with the “influence 
peddler,” and other unscrupulous operators whose practices plague 
Federal buying agencies. 

At that time, I said it seemed to me that the problem was twofold: 
First, what could be done to protect the honest businessman from 
such individuals and to make it possible for him to conduct legitimate 
business with the Government on an economical and efficient basis. 
Second, what could be done to protect the honest Government 
employee from embarrassment and misunderstanding on the part of 
the public at large, resulting from the methods used by these un- 
scrupulous people. As a result of that hearing and the attendant 
publicity, and in light of our experience since that time, I feel that it is 
appropriate to point out another problem which has arisen and which 
has caused considerable confusion. It is what can be done to protect 
and identify the legitimate, honest and hardworking manufacturer’s 
representative or agent who represents businessmen before agencies 
of the Federal Government in an ethical and proper manner. 

The General Services Administration, which I represent, was then 
but 1 or 2 months old. It was, and still is, responsible for procurement 
policy and because it represents a fixed and steady market for ma- 
terials , Supplies, and equipment, these problems were in its province. 
In my testimony I outlined to your committee the program we had 
formulated to cope with the first two problems I have mentioned. I 
welcome your invitation to appear before you again on the subject 
and report to you what progress has been made and wherein we have 
failed to make progress and what further corrective action has been 
taken. 

I think it appropriate that we discuss first the problem of the 
legitimate manufacturer’s representative or vendor’s agent. I feel 
that there has been an erroneous impression created in the public 
mind involving any individual who acts as a middleman between the 
producer and the Government buying agency. A number of cases 
have been brought to my personal attention where misunderstandings 
have resulted from such erroneous impressions. 
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In my testimony before this committee on September 1, 1949, I 
stated: 

By far the great majority of the people engaged in this program (manufacturers’ 
representatives) are honest, legitimate, hard-working, and enterprising individuals 
who perform an honest service for their clients and who, in my opinion, more often 
than not perform a helpful service to the Government. * * * Let us not, in 
the heat of condemning the unscrupulous operator, overlook the manner in which 
business is necessarily carried on and the valuable service that is sometimes per- 
formed by the various links in business transactions. 


The shift from a peacetime economy toward mobilization, more 
than ever, reemphasizes the importance of these words. Many small- 
business men have found themselves handicapped in obtaining 
Government contracts because of their fear of being publicly con- 
demned if they engage the services of a legitimate representative to 
bring their product to the attention of proper Government officials; 
My investigations have convinced me that many Government con- 
tracting officers have not made the effort to properly inform themselves 
and, in turn, cannot advise small-business men attempting to deal 
with them as to the policy of the Federal Government regarding these 
legitimate agents. 
These deficiencies are recognized by the responsible heads of those 
agencies representing the major portion of Government procurement 
programs, and at an appropriate time in the near future I will report 
to this committee the effectiveness of remedial actions taken. 
Senator Hory. Colonel, does it bother you for pictures to be taken 
while you testify? 
Mr. Larson. It does not bother me, Senator. 
Senator Hory. If so, you can have a minute 
Mr. Larson. It does not bother me. I do not have any constitu- 
tional grounds to stand on. [Laughter.] 
Associations representing legitimate agents have opposed certain 
steps we have taken in an effort to try to bring about disclosure of 
“influence peddlers” in keeping with the recommendations made by 
this committee at the conclusion of its last hearings on this subject. 
They say that drawing the distinction between a full-time employee 
and a representative who operates on a contingent fee or retainer 
basis infers that the part-time representative is not as honest as the 
full-time salesman. While inferences might have been so drawn, I 
feel that they can be overcome by firm and effective supervision of 
contract officers, insofar as the Government is concerned, and through 
the release of proper information to the public. It is entirely legiti- 
mate to pay commissions on Government contracts or to employ 
representatives on a part-time basis, provided the operation is con- 
ducted within rules which have been clearly laid down. 
On pages 2, 3, 4, and 5 of this committee’s report, published Jan- 
uary 18, 1950, covering the 5-percenter investigation, detailed ex- 
amples of the difference between proper and improper representatives 
of business are set forth. I have reread these pages carefully and I 
could not improve upon them. I hope to republish them verbatim 
in the next edition of our popular pamphlet, a copy of which I hold 
in my hand, entitled “Basic Facts About Selling to the Government.” 
It is the “influence peddler’”’ about whom you and I are greatly 
concerned; a man who implies that not only does he know the rules— 
but that he knows how they can be successfully, and profitably, 
broken. He is the man who trades, falsely or otherwise, upon the 
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information that he has friends in high places—friends who can be 
corrupted to the point of an actual violation of the law, or who are 
willing to “bend” the law to the point where illegality may be in 
doubt, but where immorality is a fact. 

I can find no better way of expressing myself than the language 
I used when I appeared ee this subcommittee in its previous 
hearings on this subject, when I stated: 

If we succeed in making it comparatively easy for the legitimate businessman 
to do business with his Government in the procurement field, then the next 
thing that remains to be done in order to rout the “inf'uence peddler’’ is to hold 
him up so that the businessman who is tempted to employ him may look at him 
for his true worth; in other words, to devise a means for bringing about disclosure. 

At that meeting I outlined to you a seven-point program. I believe 
this program will bear repeating: 

1. Wide publicity: The widest possible dissemination of timely 
information regarding all opportunities for participating in business 
transactions with the Government. 

2. We proposed a program of information centers—the establish- 
ment of a conspicuous and continuously publicized Government 
Information Center at Washington, D. C., which will inform business- 
men upon application regarding commercial opportunities in the 
Government. 

3. Local information: The establishment of regional services similar 
to the foregoing so that businessmen, wherever situated, and regardless 
of size of organization, may participate equally in all commercial 
opportunities with the Government. 

4. We proposed to establish and maintain a refer list—a list of 
individuals or concerns found to have been in violation of laws or 
regulations governing the conduct of Government business which 
would have the effect of requiring additional administrative safe« 
guards before an award or final decision can be made to such parties, 

5. Enforcement: Establishment of adequate enforcement machinery 
for the investigation, adjudication, and determination of disciplinary 
and corrective action with respect to all violations and irregularities, 

6. We propose preventive spot checks—establish and emphasize 
a preventive-deterrent system of periodic spot checks of sensitive 
operations whether or not there is reason to suspect the existence of 
wrongdoing. 

And seventh, and finally, we proposed a standard of conduct for 
Government officials and employees. To establish a clearly enunci- 
ated standard of conduct applicable to the employees of all agencies 
and, particularly, those of my own agency. 

Let us discuss what has been accomplished under this program. 
First, wide publicity. Under an interagency agreement between the 
Department of Defense, the Department of Commerce, and General 
Services Administration, a consolidated synopsis of United States 
Government procurement information, a copy of which I have in my 
hand, is published each day by the Department of Commerce and 
made available in over 6,000 offices of Federal agencies and chambers 
of commerce throughout America. 

At the end of each week a consolidated synopsis of contract award 
information is likewise published and released by the Department of 
Commerce. These two publications, copies of which | will make 
available to you, if you desire, give the most complete and timely 
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information it is possible to give to the businessmen of America. 
From these they can find what the Government is going to purchase, 
when the purchase is to be made, where it is to be made, the quantities 
involved, and the office from which additional information can be 
obtained. The date the contract is to be let is also given and I 
would like to say that it is given far enough ahead of time so that the 
small-business man can get his house in order if he desires to compete 
for this business. The weekly release tells the businessman what 
contracts have been awarded in order that he might have this infor- 
mation if he desires to communicate with the successful contractor 
by way of becoming a subcontractor. 

I might discuss points 2 and 3 together; namely, information 
centers and local information. The Department of Defense has 
conducted a particularly successful central information center here 
in Washington. In the case of my own agency, we also have a 
central information point, but as a result of decentralizing our pro- 
curement program, we have found that the information centers which 
we have established in each of our 10 regional offices are furnishing 
the local businessman with the same information he could acquire 
by making a trip to Washington. 

You will recall that, in my previous testimony, I stated it was my 
firm belief that this Government could best serve small business by 
giving the small-business man timely information and making full 
technical advice available to him near his home so that he would 
not have to travel to Washington. The General Services Adminis- 
tration is now procuring a large portion of the common-use items used 
in the civilian agencies of the Government at its 10 regional offices 
rather than here in Washington. 

Point 4 of my program promulgated at that time sets forth the need 
for a so-called refer list. The implementation of this point has been 
properly effected within the General Services Administration and 
steps are now being taken for an interchange of this information 
between Government agencies. This committee will recall the pro- 
hibition against a Government-wide list of this type, which the 
Comptroller General has pointed out. However, it is my sincere 
belief that the same results can be obtained by a vigorous and vigilant 
program for the exchange of this information between Government 
agencies. 

Point 5 is enforcement. I feel that all of the agencies of the Govern- 
ment have made great progress since our last meeting toward making 
it easier for the businessman to do business with his Federal Govern- 
ment. Ican report to you that the trading road between the business- 
man and his Government has been shortened and it has been straight- 
ened. The activities of the small-business committees of the Congress 
have been of great assistance in this regard. The publicity given to 
the previous hearings of this committee no doubt resulted in driving 
the “influence peddler”’ underground. The establishment of the pro- 
cedures I have outlined has resulted in keeping him from again becom- 
ing a major problem. 

I could not, however, continue my reputation with this committee 
for candor and forthr ightness if I failed to point out to you at this 
time that, in my opinion, and as a result of investigations which have 
been conducted, we in the executive branch have failed to exercise 
the diligence and concern for the enforcement of our published regu- 
lations that they deserved. 
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You will recall that I have said in this testimony, and in previous 
appearances before this committee, that this problem had two parts. 
The first part we have discussed; namely, that of making it easier for 
the businessman to do business with his Government. The second 
part was the disclosure of the “influence peddler’’ for what he was 
worth in order that the businessman could evaluate him before accept- 
ing his services. 

I outlined to you in September of 1949 how we proposed to accom- 
plish this disclosure. We promulgated a standard form of Invitation 
and Bid, a copy of which is attached to this statement. That form is 
standard throughout the entire Government and is required to be used 
in the purchase of supplies and services, except those contracts set 
forth in paragraph 7 of the attached General Circular No. 2, Revised, 
which I will discuss later. I have reproduced on this chart a block 
from this form, these forms, Invitation and Bid. You will note that 
in subparagraph (3) reproduced from these forms, the following lan- 
guage required by the bidder— 

That he has/has not employed or retained a firm or person (other than a full- 
time employee) to solicit or secure this contract and agrees to furnish information 
relating thereto as requested by the contracting officer. 
The purpose of this request is obvious. 

May I deviate from my prepared statement for a little comment in 
that connection. 

One of the provisions which has been objected to is these words 
which are in parentheses “other than a full-time employee.” 

Associations representing agents who commonly represent more 
than one individual have pointed out, as I stated in my testimony, 
that this places a stigma or infers something unusual if the agent is 
not a full-time employee. However, on the other hand, adminis- 
tratively, as we discussed in our previous hearings, it would require a 
vast organization if on every one of the approximately 700,000 con- 
tracts which the Government is currently entering into yearly, we 
required this information regarding all employees; and even though a 
full-time employee is not above the practices of influence peddling in 
some very rare cases, I think we must trust to our spot checks in order 
to disclose that information. 

We shall, for the time being at least, continue the use of this form. 

Secondly, I would like to point out by way of comment that the 
failure on the part of people within the Government, including my 
own agency, to require and insist upon the filling out of this particular 
information, has been one of the grave shortcomings and derelictions 
of our follow-up on this program. 

We have placed our emphasis on making it easier to do business 
with the Government which, | think, is highly important; but, as a 
result of our investigations, copies of which we have made available 
to the staff of this committee, we must in all candor say that we have 
not followed up vigorously either from the standpoint of requiring 
the furnishing of this information or from the standpoint of educating 
the public, the businessman, and the legitimate agent as to the true 
meaning and the motive behind the getting of this information. 

Senator Munpr. In your spot checks have you come across any 
employers who have deliberately failed to provide you with the 

information requested in No. 3? 

Mr. Larson. Well, we have not been able to establish deliberateness 
in that connection, but we have come across more often than not a 
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failure to fill in this information, or a twisted interpretation of what 
was required. 

Senator Munpt. What happens to give that provision genuine 
effectiveness and not simply window dressing? Simply slappin 
them on the wrist or reprimanding them? Are contracts denie 
them as a means of punishment? 

Mr. Larson. Well, in the cases which we followed through, we 
found no ground upon which we could take objections to the activities 
of the people who have failed to furnish the information. 

In my personal opinion, I think we must take the blame ourselves 
for having permitted the contract to become effective without this 
information. 

Mr. Fuanaaan. On that very point, Mr. Larson, and not to inter- 
rupt you, but to develop this point, as a result of the investigation 
that your own staff made at our request, you will recall that in the 
Emergency Procurement Service—and I am just reading a few 
examples lere-te the Mineral Section 80 contracts were examined 
32 of which were answered in the negative; in other words, they said 
they had no representative; and none in the affirmative. 

However, in 48 of the 80 contracts the appropriate block was not 
marked in any way. 

Would that indicate to you that the contractors were either wilfully 
failing to disclose the information to the Government or that they 
were misinformed or that your own employees, your contracting 
employees, at the lower level were failing to get the information? 

Mr. Larson. Well, I think two things, Mr. Flanagan: One, our 
own employees have failed to impress upon the people dealing with the 
Government the significance of furnishing this information and the 
reasons for furnishing it, and refusing to proceed with the closing of 
a contract until it was furnished; that is first. 

No. 2, I think it is a failure on the part of the contractors to appre- 
ciate the significance of furnishing this information. In no case have 
we found, as Senator Mundt asked the question—as was indicated in 
my reply to Senator Mundt’s question—that there was a deliberate 
attempt to withhold from the Government such information as it 
required, and in cases of Emergency Procurement Service, we have 
not found the existence of any undue influence or unethical practices 
in obtaining any of those contracts. 

Senator McCuLe.uan. Mr. Larson, would it not be very simple to 
enforce that by giving directions that no contract shall be consum- 
mated or concluded until the information was forwarded? 

Mr. Larson. That is entirely correct, Senator, and that is what we 
have done with negotiated contracts in the regulation which we have 
promulgated this week, a copy of which is attached to the statement. 

Senator Munpt. Can the committee be confident, then, Mr. Larson, 
that there will never again be a contract issued without that being 
filled in; because to me it is almost meaningless if there is no penalty if 
you fail to do it, and that half the time you do not insist that it would 
be done, and I would rather not see it there at all, because it gives us 
a false sense of security. 

Mr. Larson. It is meaningless—— 

Senator Munpt. Pardonme. Itseems to me that somebody should 
be responsible for seeing to it that it is done or else taken off the 
contract. 
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Mr. Larson. I agree with you a thousand percent, and I give you 
such assurance as I humanly can that that will be followed. 

I think the great dereliction here has been on my own level and com- 
parable levels within the Government in not vigorously following 
this up. : 

I want to point out, however, that the purpose of this information 
and the information which follows, which I will discuss in a few 
moments, is to bring about this disclosure. 

There were proposals made, as you recall, before—you, Senator 
Mundt, made one proposal—of a registration with the Congress 
which had as its purpose the same disclosure; and the committee feels, 
and we agree with the committee, that such disclosure is necessary 
as a protection to the businessmen; and so far as I am concerned, 
more important as a protection to those of us in the Government, 
and certainly if we do not make effective the machinery for bringing 
out disclosure, we have failed to that extent to make our program 
effective in the over-all sense. 

I could not pass without saying, though, that the real guts of this 
thing, I think, has been to make it easier for people to do business 
with the Government, and then that eliminates the need for these 
influence peddlers. But, as you get into mobilization, and as you 
get into the highly technical programs, and as you get into a higher 
proportion of negotiated contracts, then the mysterious man who 
causes embarrassment to all of us, including the businessman, is 
more likely to appear; so I think we have got to be that much more 
vigilant in regard to this requirement of disclosure. 

Mr. FuanaGcan. Mr. Larson, again to complete the record on this 
point, as a result of your own investigation, you determined that of 
the 666 contracts which were examined in your Emergency Procure- 
ment Service, you found in 105 instances the appropriate question was 
not answered “‘Yes” or “No.” That was the net result. 

Mr. Larson. Well, in some of those cases a different form was 
used. I mean, the people apparently felt that economy of forms was 
more important than this, and so they used the old form until they 
ran out of it, and the old form did not provide for this disclosure, 
which is not a proper approach to this problem, but your figures are 
correct. 

Mr. FianaGan. On that point, Mr. Larson, have your men now 
gone back and checked these 105 contracts and the contractors for 
the purpose of getting the necessary information, or are they in the 
process of doing it? 

Mr. Larson. Well, they are in the process of doing that on a 
spot-check basis. They are not going through the whole 105. The 
information which has been developed does not include an area, a 
sensitive area, shall I say. I do not mean to infer that it is not 
necessary, as I state here in my statement, to follow up regardless 
of areas, and at least once a month in a spot check. I do not think 
these can be effective unless we do follow through with spot checks. 

That brings up the question of staff required for doing that, which 
is what we have to balance against the over-all problem. 

Out of 700,000 contracts per year in the Government, if half of 
them made a disclosure here that had to be followed up, you can 
appreciate what a tremendous staff would be required for doing that. 
I do not think it is necessary on that basis, but I do think it can be 
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accomplished with a small staff on a spot-check basis which, in my 
opinion, is sufficient. 

Senator McCrie.vian. Mr. Larson, assuming that a contractor 
states definitely that he has employed a firm or person that is not a 
full-time employee and has either paid him or contracted to pay him 
a 5 percent or some other stipulated amount, if that is disclosed, if 
that is the deal, then what happens? 

Mr. Larson. Then, as my statement here indicates, but on which 
I will speak extemporaneously, Senator—I am sorry the pages of 
my enclosures are not numbered—but just following the first enclosure 
which is General Circular No. 2, Revised, you have a reproduction 
of a printed form, standard Form No. 119, the title of which is ‘““Con- 
tractor’s Statement of Contingent or Other Fees for Soliciting or 
Securing Contract,” and if he discloses—if he answers this question 
in the affirmative that he has employed a firm or person other than a 
full-time employee and if he becomes the successful bidder, or if it is 
determined to award the contract to him, then it is obligatory on the 
part of the contracting officer under the regulations promulgated that 
he immediately forward to that contractor this form, which the con- 
tractor must fill out and which, on its face, indicates the penalty for 
false statement or representation; and on the basis of that information, 
then the contracting officer, together with legal counsel, can determine 
the relationship between the contractor and his agent and determine 
whether or not the contingent fee or commission, if it is contingent, 
or if it is a percentagewise arrangement, should be deducted from the 
sales price of the contract, as provided in the case of negotiated con- 
tracts, under Public Law 152, Eighty-first Congress, and by the 
Armed Services Procurement Act procedure. 

I might point out at this time that one of the corrective steps that 
we have taken is to require this question, as the result of the promul- 
gation of this regulation, revised Circular No. 2 to be answered in the 
case of all contracts, with exceptions that I will refer to and which are 
pointed out, whether they be negotiated or otherwise, whether they 
be for procurement or for the sale of Government property or for the 
lease of property in connection with the Government’s program. As 
a result of our investigation and experience we feel that this procedure 
should be extended that far, which it has not been up to date; and, 
furthermore, if information is disclosed in this statement that would 
lead the appropriate agency officials to feel that further information 
should be developed, then it becomes a case of compliance, of a full- 
scale investigation, either by the agency staff or by the Department 
of Justice. 

If there is information disclosing that for any reason any violation 
of the law or any immorality has cies practiced, we can act upon it, 
because it is from this source that we should build up our refer list 
which is a deterrent to this thing occurring again on the part of the 
same people. 

If the bidder indicates that he has employed a firm or person to 
secure the contract, and his bid is the one accepted by the Government, 
then it is the duty of the contracting officer to forward Standard Form 
119 entitled ““Contractor’s Statement of Contingent or Other Fees for 
Soliciting or Securing Contract.’’ A copy of this statement is attached 
as an exhibit to this testimony and you will note that it calls for the 
elaboration of the relationship between the representatives retained 
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by the bidder and the firm or person he has employed to solicit the 
contract. 

It might be appropriate again to emphasize here that the furnishing 
of this information should not place a stigma upon the transaction. 
If the activities of the agent have been legitimate and comply with the 
law, he has nothing to fear. 

Section 304 (a) of Public Law 152, Eighty-first Congress, contains a 
provision similar to that in the Armed Services Procurement Act, 
which provides that every negotiated contract shall contain a suitable 
warranty by the contractor that no person or selling agency has been 
employed or retained to solicit or secure such contract upon an agree- 
ment or understanding for a commission, percentage, brokerage, or 
contingent fee, excepting bona fide employees or bona fide established 
commercial or ‘selling agencies. 

The exact language of this covenant against contingent fees is 
required to be contained in contracts as provided in General Circular 
No. 2, Revised, previously referred to and a copy of which is attached 
to this statement. You will note that, under this covenant, the 
Government, at its discretion, may deduct from the contract price 
the full amount of such percentage, brokerage, or contingent fee, or 
reserve the right to annul the entire contract without liability. 

J might interpose to say that the exercise of the Government’s 
discretion depends upon the circumstances under which the covenant, 
as prescribed, has been violated. 

A similar provision has long been required in Government contracts. 
Your committee elaborated upon this in the report following the last 
hearing on this subject. The regulation requiring the disclosure of 
information was set forth in Circular No. 2, the first circular referred 
to, dated May 1, 1950, and was effective in all agencies from that date 
forward. There were certain exceptions set forth in that regulation 
which are carried forward in a revised regulation which is to become 
effective April 16 next; that is the copy which is attached here. These 
are: 

(a) Advertised contracts in which the aggregate amount involved 
does not exceed $25,000. 

(b) Negotiated contracts in which the aggregate amount involved 
does not exceed $1,000. 

(c) Negotiated contracts for perishable subsistence supplies in 
which the aggregate amount involved does not exceed $25,000. 

(d) Any other contracts, individually or by class, of the Department 
of Defense, designated by the Secretary, Under Secretary, or Assistant 
Secretary of a military department. Reports of any such exceptions 
shall be filed promptly with the Administrator of General Services. 

I think Admiral Ring is to testify following me, and he can elaborate 
for you on that subject matter. 

When the first edition of this regulation was issued, the covenant 
against contingent fees was required to be incorporated only i in certain 
classes of contracts. Our recent investigations and experience have 
indicated to us that it should be made effective in all contracts whether 
for purchase, sale or lease. Likewise, the first regulation left it up to 
the agency to determine what should be done with the information 
filed by the successful bidder if he had employed an agent other than 
a full-time employee to represent him. That is Form No. 119, a copy 
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of which is attached here, which must be filled out, as I pointed out 
in reply to Senator McClellan’s question. 

In our survey, in the case of one agency, it was determined that 
nothing should be done. Obviousl this aon not meet the needs of 
disclosure and, therefore, you will find in the revised regulation that 
specific instructions are set forth as to what may or may not be done 
as a result of the disclosures made in the course of obtaining this infor- 
mation regarding the relationship of the successful bidder and his 

ent. 

Fs might pause there to comment, aside from my prepared statement 
here, gentlemen, and to point out that there have grown up certain 
interpretations on the part of people who deal with the Government 
as to who is a full-time employee. 

In reading this covenant against contingent fees, and the language 
of the standard form question together, certain people—it has come 
to our attention—have concluded that if they are retained on a yearly 
basis, let us say, then they come within the definition of a full-time 
employee and, therefore, are not required to disclose this information. 

Now, I would like to point out here that that is erroneous, and that 
is going to lead to the embarrassment of certain people if they follow 
such interpretation, and the procedures, and the elaboration of this 
regulation which we are forwarding now to our contracting officers 
will point out and will require the contracting officers to make it clear 
to the people who deal with them that in the case of such an arrange- 
ment they must fill out that information because obviously the thing 
which all of us have set about to stamp out of the Government can only 
be disclosed if we get full information; and I would like to emphasize 
that point for the purpose of informing the public that regardless of the 
relationship, whether it be a lawyer-client relationship or agency rela- 
tionship or what it might be, if the agent or the representative or the 
attorney, legally or in fact, employed to get business from the Federal 
Government is on a retainer basis, then we want to know about it. 

Mr. Fuanacan. On that very point, Mr. Larson, to clear it up 
while we are on it, our staff investigation has revealed that a great 
many of these persons who hold themselves out as Government 
representatives for businessmen or private businessmen who hold 
themselves out as procurement experts, in the last 6 or 8 months have 
attempted to jump through that apparent loophole; in other words, 
they are all using, or most of them are using, now a contract form 
which indicates that they shall be paid on a weekly or a monthly basis, 
on a retainer basis. 

Now, for example, there was one company, which I will not men- 
tion, or 1 individual, who represented 8 or 10 different contractors 
and he had this contract form in each case, where he would have 
interim contracts, whereby he would be paid $100 a week to represent 
the man. There was no contingent fee involved. 

Now, in that case we find that because of misinformation or pos- 
sibly willful failure to disclose, many of these 5-percenters are not 
filling out the form in the affirmative. They are assuming, “If I am 
paid on a retainer basis, I am a full-time employee.” 

Mr. Larson. That is correct. 

Mr. FLtanaGan. That is not the fact. A full-time employee is a 
person who gives all of his time to one company; is that.correct? 
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Mr. Larson. A full-time employee is interpreted, so far as we are 
concerned, in the narrow sense, just exactly what it means, a full-time 
employee who devotes his full time to the company that he is an official 
of or with which he is employed, and to no other company. 

Mr. Firanacan. If a Washington representative is representing 
more than one company in contract negotiations on a retainer or any 
other type of financial arrangement, then he must fill out this form 
and make the proper disclosures; is that correct? 

Mr. Larson. That is correct, Mr. Flanagan. 

Mr. Fianaaan. I think that is probably one of the greatest fields of 
confusion that we have found as a result of our staff study. 

Mr. Larson. We would agree with that, as a result of our recent. 
activity in this field and, as I stated, our procedures are being drawn 
to see to it that the contracting officers and the information people 
within the Government disclose that interpretation, and make it clear 
to the people that are dealing with the Government. 

Senator McCuieiian. Mr. Larson, in that connection another 
result would apply where a business firm retains a firm of lawyers as 
regular counsel, and those attorneys possibly participate in the 
securing of a contraet with the Government. 

Mr. Larson. Well, if that contract provides, in addition to legal 
services, the getting of business, then we want to know about it. 

Senator McCLeuuan. I can well appreciate that a number of firms 
doing business with the Government may have their regular counsel 
that ‘they retained for all purposes, and in those cases they might render 
some service or undertake to render some service in connection with a 
contract with the Government. 

Mr. Larson. Well, in all candor, Senator—you and I are lawyers, 
and we know through the years how lawyers have attempted to 
maintain their own ethics, and I think have generally been pretty 
successful. 

As I stated in my previous testimony before this committee, in 
my opinion that is a matter which the bar itself is going to have to 
police; I mean, whether or not influence peddling becomes a part of 
the practice of that attorney in representing his clients. 

Senator McCie.ian. Well, I can appreciate that in many instances 
maybe people doing business with the Government do have their 
regular attorneys that they employ for all purposes by the year, 
and that they might participate in this transaction. 

Mr. Larson. That is perfectly true. 

Senator McCieuuan. And it is perfectly legitimate, and the rules— 
in other words, that relationship certainly is not frowned upon. 

Mr. Larson. Not frowned upon at all; and if the information is 
disclosed that that is the relationship we have no further interest in 
interfering with that. 

Senator McCuietxan. No further interest. That is what I wanted to 
find out. 

Mr. Larson. But, as Senator Mundt points out, this whole thing 
is ineffective unless we do develop that information. 

Senator McCietian. But that information must be developed in 
order to discover those who are simply peddling influence. 

Mr. Larson. That is correct; and it may appear to be a burden. 
This procedure has been referred to as red tape, and it might be 
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classified as red tape. But, frankly, I do not see how it could be 
improved upon, and I do not see what substitute could be made. 

I have given a lot of thought to Senator Mundt’s suggestion about 
a registration, and I am not inclined to be as much against that as I 
appeared to be in September of 1949, and my reasons were that it 
would impose administrative difficulty, a difficult administrative bur- 
den. But any procedure that we devise is going to be a difficult 
administrative burden, and if people are required to register we would 
still have to follow through and determine what their actions had been 
in the case of successful contracts. 

Senator Nixon. Mr. Larson, I do not think you intended to convey 
the impression that simply because an attorney-client relationship 
exists there is less likely to be an influence-peddling charge involved. 
Was that the impression you intended to convey? 

Mr. Larson. No; I did not have that in mind, Senator Nixon. 
But I would like to take judicial notice, if I may, of the fact that the 
bar is supposed to be ethical and we are assuming that to the extent 
possible 

Senator Nrxon. But, as a practical matter, is it not true that some 
of the most flagrant cases of influence peddling are indulged in by 
lawvers? Tam one myself, I might say, so vou can feel free to speak. 

Mr. Larson. Well, so long as we are kicking one another around 
{laughter} I would say certainly as a result of what I have observed 
in the press and what I have observed practically as a Government 
official, I am sorry to say that that is true. 

I hasten to say, however, that in the case of the attorneys, as in 
the case of the legitimate manufacturer’s agent, it is certainly the 
exception rather than the rule. But it is the exception that embar- 
rasses us and that we must bring to an end by disclosure. 

Senator Munprt. Before getting away from that point, so that there 
is no danger of any erroneous information reaching the public, let me 
see if I understand clearly your interpretation of what is frankly a 
rather ambiguous phrase: ‘‘Other than a full-time employee.”’ I wish 
you would find some lexicography and state it a little more cogently. 
In other words, you interpret even a firm of lawyers in this town who 
represent more than one client should be listed by the contractor wher 
he fills out his blank, is that not right? 

Mr. Larson. If their contract with their clients means representing 
them in—— ; 

Senator Munpr. Procurement. 

Mr. Larson (continuing). In procurement of Government business; 

es. 

: If he is the general counsel of the firm, then he is a full-time—if he 
is the general counsel and devotes all of his time 

Senator Munpr. That is different. 

Mr. Larson (continuing). He is a full-time employee. 

Senator Munpr. But it seems to me that some place, as you send 
out your written instructions, that should be made clear because it 
is a little bit confusing, and it is hard to put it in parentheses and 
clarify it, but I think that it should be made clear that unless the 
employee, whether he be a lawyer or some fellow trying to earn a 
legitimate living in private business—because I am not a lawyer—no 
matter who he is, if he is not getting his income and his salary solely 
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from that company, he should be listed. That is what you have in 
mind. 

Mr. Larson. That is what we have in mind. 

Senator Munpr. I do know, because I have talked to some people 
who think they have got a clever dodge. All they have to do is to 
show they are working continuously for this particular procurer, and 
then they say, ‘“‘We are full-time; we are on the payroll full-time. 
There is no commission business. We get sort of a retainer full-time.” 

So it should be made clear, and very clear, that it includes lawyers 
and nonlawyers, as it includes everybody who is not solely working 
for one company. 

Mr. Larson. That is correct, Senator; and J hope that we—I mear 
both this subcommittee and ourselves—can convey to the public 
dealing with the Government that there is no stigma attached to the 
disclosure of this information; that it is for their protection and to 
maintain and keep confidence in the Government, which is more 
important than anything else, that we are required to do business 
in this manner, which is not required by private industry insofar as 
its procedures are concerned, and another reason why we cannot do 
the business in the Government like we do in private industry. 

Senator McCietuan. The character of the cases that I had in 
mind that I was inquiring about, Mr. Larson, was where a business 
firm, and possibly which has business with the Government, has its 
local attorneys that it retains for all purposes, and possibly in the 
course of negotiating that contract with the Government they come 
to Washington, and actually participate in it. They are not full- 
time employees in the sense that they render no service to anyone 
else, and that alli of their income is from this employer, this particular 
client. But they are regularly retained attorneys for all purposes of 
the firm and a Government contract comes up, and they possibly 
come to Washington to participate in the negotiation. ‘This should 
be handled so as not to place any stigma on folks like that. 

That sort of service is regular; it is quite proper, and grows out of 
the attorney-client relationship, and it is not a special service that 
they are employed for; and it is those that you really are trying to 
get at, as I understand it, those who simply undertake to sell their 
services by reason of some influence they have, or claimed influence 
they have, with Government officials whereby they can persuade 
them and influence them to do something that may be wrong or may 
not be, but they are selling an influence that they claim to have. 
That would not ‘necessarily be true with the regular attorney. 

Mr. Larson. Or in most cases, Senator 

Senator McCueuan. Yes. 

Mr. Larson (continuing). Attorney or otherwise. But unfortu- 
nately those people who do violate that code are the people who 
require us to develop this information in the case even of the legitimate 

operator, lawyer or otherwise, to whom you have referred. 

Senator McCuetian. I think it is nec essary that you develop it in 
each case. You could not otherwise—— 

Mr. Larson. Following through, anticipating what would occur, 
in my opinion, when an attorney-client relationship is developed or is 
indicated in the information furnished in the sense in which you have 
developed it, there is no further action required; there is no further 











16 INFLUENCE IN GOVERNMENT PROCUREMENT 


investigation required, but if the name of this firm begins to show 
up frequently and often, then for their protection and ours, we might 
take a closer look. 

Senator McCue.uan. Yes. 

Mr. Larson. Those are the things that could happen and I might 
further add that we have no small job within the Government to 
make certain that contracting officials who go down in some cases to 
a pretty subordinate level, understand this thing and do not arbi- 
trarily draw inferences or conclusions that the people who fill out this 
information fall into a category of people with whom we in the Gov- 
ernment should not do business. That is the thing that concerns us 
in the Government a great deal, and that is an obligation which we 
have and which, as I stated, we have not recognized, in my opinion, 
up to now as being serious enough, and we must put just as much 
emphasis on training our people to conduct themselves in the manner 
which we want to carry out, that we have discussed here, as we have 
in trying to make it easier to do business with the Government. 

In my statement, point 6 of our seven-point program provides for 
preventive spot checks. To date, this Administration has conducted 
only one such check. In my opinion, if this system is to be successful 
a spot check must be made at least once a month to determine the 
effectiveness and disposition of actions coming under this regulation. 
Likewise, each agency of the Government engaged ia procurement 
must also institute such a system of spot checking. 

The last point in our program was the promulgation of standards of 
conduct for the guidance of officials and employees. These standards 
were published to cover all GSA employees in Administrative Order 49, 
dated September 6, 1950, a copy of which is attached to this statement. 

Each department has the responsibility for promulgating its own 
standards. In the General Services Administration, our employee 
training program has laid great stress upon the importance of this 
standard of conduct. I think this committee will agree with me that 
by far the greater number of Federal employees are honest, conscien 
tious American citizens and, insofar as General Services Administra- 
tion is concerned, I think I can truthfully report to this committee 
that the creed set forth in paragraph 2 of Administrative Order 49 is 
fully appreciated by each of my fellow workers in that agency. 
Perhaps it would be well to repeat this creed at this time, and I quote: 

When an individual accepts employment with the Government, he assumes 
responsibilities over and above efficient and loyal performance of his assigned 
duties. In the eyes of the public his personal conduct, both at work and at home, 
then becomes a part of the reputation of our Government itself. Accordingly, 
it is the policy of the Genera! Services Administration that its employees shall 


be required, as a condition of their employment, to comply with the standards 
of conduct set forth below. 


Compare this creed and standards of conduct with the ethics of our 
own American businessmen. While I do not wish to imply that 
American business ethics are not adequate, I do say that to my 
knowledge few industries require this same high standard of conduct, 
and also I would like to say at this time that, in my opinion, the 
businessmen of America likewise have an obligation so to conduct 
themselves at all times and so to examine the qualifications and 
character of those who seek to represent them that they do not foist 
upon the public servant the unscrupulous individual cr unscrupulous 
practices, that would seek to have him violate this creed. 
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I regret I cannot report to you as much progress as I would like in 
meeting and overcoming these problems. I think our accomplish- 
ments have been noteworthy. I, likewise, feel that in the time 
elapsed we could have accomplished more. We have, as a result of 
our recent investigations, tightened our procedures in our effort to 
fulfill our responsibilities. 1 will not be satisfied, nor will you, how- 
ever, until we can report enthusiastically that we have solved this 
problem insofar as it is humanly possible to do so. Such accomplish- 
ment will require eternal vigilance. This I pledge to you, to all of 
the Members of Congress and to the American people. 

Thank you. 

Senator Hory. Colonel, we thank you very much for your state- 
ment. We would like to ask and we appreciate your full cooperation 
with the committee. I especially admire your creed that is required 
for the employees, not only of General Services but for the employees 
of the Government generally. I think if we had more concepts of 
that given to the employees of Government and they amplify that 
more fully, we could get rid of so much suspicion directed against the 
Government and the Government servants. 

I realize as you do that practically all Government servants are 
honest and capable and efficient, but those who deviate from the 
path have a great reflection upon all of the others and, therefore, the 
importance of having this creed universally adopted. 

I thought that one of the purposes for holding this hearing was to 
present just the facts you have this morning, clarifying the relation- 
ships in dealing with the Government, and I think you have made 
that very clear; and the questions asked by the members of the com- 
mittee, and the opinions expressed, and your answers to that ought 
to succeed in giving both the business people and the public a better 
understanding of this relationship and what is required. 

I am glad it has been emphasized that we are not in any way 
opposed to legitimate employment by business people of anybody 
they want, attorneys or commission men, or otherwise, so long as 
that relationship is fully disclosed to the Government agency, and we 
think, as Senator McClellan has so often suggested, that regular 
attorneys employed by corporations or business firms can very prop- 
erly and very effectively and very intelligently represent them before 
Government agencies, but in doing so that relationship should be 
disclosed, so that there will be no question about it. 

I think it is good for the public to know, and especially for those 
who will be disposed to engage in this 5-percent racket, that the 
committee is going to be vigorously on the alert. with the increased 
expenditures of billions of dollars by the Government, to see to it 
that this sort of thing does not thrive, and I believe the hearing will 
tend to check it in its incipiency rather than waiting until a great 
deal has occurred before a public hearing is held, and then these dis- 
closures made. 

Does the committee have any further questions? 

Senator Munpr. Mr. Chairman, I would like to add to your state- 
ment this point which appears in the statement, but which should be 
emphasized, and that is that the committee is not only desirous but 
eager to secure information from businessmen who come to town and 
who are approached or solicited by 5-percenters, and who develop 
evidence from their own experiences with respect to such functions. 
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Many times our most valuable tips from businessmen are from those 
who go home kind of disgusted. If all they do is go home and gripe 
and think the Government is crooked, that does no good, but if they 
would provide evidence for our committee, we have the staff and we 
have the determination and we have the desire to drive this 5-percent 
business out of existence. 

I would like to make one other statement, Mr. Chairman, before 
the ‘‘studio equipment”’ leaves, not for the movies, however. 

I want to call attention to the danger of the motion-picture proce- 
dure, because I had a very unhappy experience with that at the time 
it was my responsibility to preside over the Alger Hiss hearing. Let 
me demonstrate what I mean. 

On page 12, Mr. Larson read a very commendable creed from the 
standpoint of the Government employees. The next sentence says: 


Compare this creed with the ethics of your own American businessmen. 


Suppose that film were cut with that statement? It would give the 
incorrect implication. That is not what Mr. Larson said. It would 
be unfair to him, and grossly unfair to the American businessmen. 

I have always held in committees that it is not the job of the com- 
mittee chairman or the committee itself to select between various 
media of information, and to say that newspaper reports are good, 
moving-picture reports are bad, or radio reports or television reports 
are bad. But I do want to let it be known to whoever handles the 
newsreels, that they are going to have trouble from at least one mem- 
ber of this committee if they unfairly cut any films to give the wrong 
impression of hearings in this committee room. 

It happened to me one time, as I say, when I was presiding over 
the Hiss hearing in the House. It is not going to happen again 
without my protest. I think you realize the danger, and Mr. Larson 
realizes the danger if they were to cut that particular phrase which 
was in the recorded part of the film at this point. 

Mr. Hoey. I thank you, Senator. I think that is a very proper 
observation. I think one of the highest obligations of both news- 
papers, film production, or whatever it is, is to give a fair representa- 
tion of what actually transpired. And, as Senator Mundt said, if you 
eliminated and just took the first paragraph or the first sentence of 
that paragraph, it would convey a wrong impression and leave the 
idea that Mr. Larson had said that businessmen did not follow that 
sort of standard, which, of course, his latest statement makes per- 
fectly clear. 

Senator Munpt. It is not the question of using in the film; it is 
just how they cut it. If they take it all, it is all right. We had a 
very unfair and very unhappy experience in the House of Representa- 
tives. Now, the news reels can do this to the young man from South 
Dakota once, but they cannot do it a second time, without my knowing 
it. 

The CuarrmMan. The exhibits attached to Mr. Larson’s statement 
will be marked as exhibits and be placed on file with the committee. 

(The documents referred to, being General Circular No. 2, Revised, 
Standard Form 119, General Regulation No. 4, Standard Form 30, 
Standard Form No. 33, Administrative Order No. 49, a booklet en- 
titled “Basic Facts About Selling to the Government” and ‘Federal 
Purchasing Directory,’’ were received and are on file with the com- 
mittee.) 
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The CuarrMan. Mr. Nixon? 

Senator Nrxon. Mr. Larson, in the 5-percenter report that was 
made 2 years ago by this committee, there was reference to an 
individual by the name of Joseph Major who was with the War Assets 
Administration who, it was alleged, had been recommending individ- 
uals to purchase certain surplus property from Mr. Hunt. I would be 
interested to know whether Mr. Major is still employed by General 
Services. 

Mr. Larson. Yes. He is employed by General Services. I made 
a rather exhaustive investigation, in addition to that which the 
committee hearings disclosed. 

Mr. Major is no longer in a position where he deals with the public, 
but he has been rendering valuable service, as he is capable of doing, 
in certain other undertakings in the General Services Administration. 

Senator Nrxon. You mean he is not involved in any matters which 
have to do with procurement? 

Mr. Larson. Which have to do with procurement or disposal; no. 

Senator Nrxon. Well, now, I suppose you have noticed, as some 
of us did, the reference to Mr. Major which appeared in the hearings 
which are being conducted with respect to the RFC at the present 
time. 

Mr. Larson. No, I am not aware that—— 

Senator Nrxon. Well, it is at least some allegation which has been 
made to the effect that Mr. Dawson sent Mr. Major to see Mr. Dun- 
ham—as you will recall, Mr. Dunham’s diary—in regard to a loan, 
which was an application which was being presented to the RFC; and 
it would seem that you, as the Administrator of General Services, 
having in mind this past history of this case, would probably want 
to follow up and make a further investigation on that particular 
point. 

Mr. Larson. I certainly agree with you, Senator Nixon. Is there 
indication that it is the same Major that is employed by me? 

Senator Nrxon. It is my understanding that that is the case. As 
I understand your own investigation of Mr. Major, you did remove 


him from a position in which he was concerned with disposal or 
procurement? 


Mr. Larson. That is correct. 

Senator Nrxon. Why did you do that? 

Mr. Larson. Well, on the basis of his past actions my investi- 
gation indicated that, in my opinion, he did not possess sufficient 
judgment to properly represent the Government in such undertak- 
ings. I found, to my satisfaction, that the man was inherently hon- 
est and, therefore, I did not wish to punish him by separating him 
entirely from the Government. But in all candor, I must say that 
in my opinion Mr. Major does not possess the necessary ability to 
exercise judgment, as he demonstrated, that is required in carrying 
out responsibilities connected with procurement and disposal. But 
— are other things which he is doing, and which he can do very 
well. 

This is the first indication I have had of the information which you 
have indicated. I shall follow it up, because certainly we cannot 
afford to have any stigma attached to individuals or operations of 
our agency. 

Senator Hory. Any further questions? 
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Senator Munpr. On that point, Mr. Larson, it would appear to 
me that he is again engaging in influence peddling, even though be- 
tween two different Government agencies not involving yours, but 
still on your payroll, and would it not seem to you that that would 
violate No. 7 of your fine set of rules in that program which says: 

Standard of conduct: Establish a clearly enunciated standard of conduct appli- 
cable to all GSA employees. 

Mr. Larson. That is correct. 

Senator Munpr. So that even though he is not in procurement for 
you, if he is soliciting favors for others in other departments, I would 
think that would valet that standard of conduct. 

Mr. Larson. And further the requirement that the employee of the 
Government devote his full time to the Government. 

Senator Munoprt. Yes. 

Mr. Larson. And not have outside activities. 

Senator Munpr. As well as this program number “h” which is 
included in further standards of conduct. It makes it pretty clear 
that he should not do that without your knowledge and consent, 
and we are sure that he did not have your knowledge and consent, 
if this is the same man. 

Mr. Larson. That is correct. I would be surprised if this were 
the same Major, Senator. 

Senator Munpr. Will you make an examination of that? 

Mr. Larson. I will, and report to the committee. 

Senator Munpt. And report to the committee the disposition of 
the case. 

Mr. Larson. Yes, sir. 

Senator Nixon. Mr. Larson, did anybody intercede with you at 
the time that Mr. Major’s case was before you? 

Mr. Larson. No. 

Senator Nixon. This decision was made solely on the basis of your 
own judgment? 

Mr. Larson. Solely by me, and no one interceded in his behalf in 
or out of the Government. 

Senator Horny. Thank you very much, Colonel. 

(The material furnished by Mr. Larson is as follows:) 

GENERAL SERVICES ADMINISTRATION, 


Washington 25, D. C., March 13, 1961. 
GENERAL CircuLaR No. 2, REVISED. 


To: Heads of Federal Agencies. 
Subject: Procedures and Form Concerning Contingent or Other Fees for Soliciting 
or Securing Contracts. 

1. Purpose. For the purpose of promoting uniformity among executive agen- 
cies with respect to the required use of the “Covenant Against Contingent Fees” 
clause and with respect to the procedure for obtaining information concerning 
contingent or other fees paid by contractors for soliciting and securing Govern- 
ment contracts, the Military Departments and the General Services Administra- 
tion have developed cooperatively and agreed upon the required use of the ‘‘Cov- 
enant Against Contingent Fees’ and the form and procedure herein described. 

2. Definitions. As used herein: 

a, The term “executive agency’’ means any executive department or inde- 
pendent establishment in the executive branch of the Government, including 
any wholly-owned Government corporation; and 

b. The term ‘contract’? means any contract for (1) the purchase of real 
property, personal property or services (except services which are required 
to be performed by an individual contractor in person under Government 
supervision and paid for on a time basis, and except public utility services 
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by public utility companies); (2) construction or repair of public buildings 
or works; (3) lease of real or personal property for Government use; or (4) 
sale or lease of Government-owned real or personal property. 

3. Required Use of the Covenant. Executive agencies shall, in furtherance of 
the purpose stated in section 1 hereof, include in every negotiated or advertised 
contract a ‘Covenant Against Contingent Fees’’ substantially as follows: 

a. In contracts for the purchase of real property, personal property or services, 
and contracts for the construction or repair of public buildings or works: 

(Note: The following clause is set forth as Article 20 of General Provisions, 
Standard Form 32, Nov. 1949 ed.) 

“The Contractor warrants that no person or selling agency has been 
employed or retained to solicit or secure this contract upon an agree- 
ment or understanding for a commission, percentage, brokerage, or con- 
tingent fee, excepting bona fide employees or bona fide established com- 
mercial or selling agencies maintained by the Contractor for the purpose 
of securing business. For breach or violation of this warranty the Gov- 
ernment shall have the right to annul this contract without liability or 
in its discretion to deduct from the contract price or consideration the 
full amount of such commission, percentage, brokerage, or contingent 
fee.’ 

b. In contracts for the sale of Government-owned real or personal property: 

(Note: The following clause is in the form substantially as set forth in 
Article 13 of Sale of Government Property—lInvitation, Bid, and Accept- 
ance, Standard Form 114, Aug. 1950 ed.) 

“Purchaser warrants that no person or selling agency has been em- 
ployed or retained to solicit or secure this contract upon an agreement 
or understanding for a commission, percentage, brokerage, or contingent 
fee, excepting bona fide employees or bona fide established commercial 
or selling agencies maintained by the Purchaser for the purpose of secur- 
ing business. For breach or violation of this warranty, the Government 
shall have the right to annul this contract without liability or in its dis- 
cretion to require the Purchaser to pay, in addition to the contract price 
or consideration, the full amount of such commission, percentage, bro- 
kerage, or contingent fee.” 

c. The covenant set forth in subsection a. hereof may be appropriately) 
adapted for use in leases of real or personal property for Government use. 
The covenant as set forth in subsection b. hereof may be appropriately 
adapted for use in leases of Government-owned real or personal property. 

4. Promulgation of Form. Pursuant to the Federal Property and Administra- 
tive Services Act of 1949 (Public Law 152, 81st Congress), as amended, and in 
furtherance of the purpose stated in section 1. hereof, Standard Form 119, Con- 
tractor’s Statement of Contingent or Other Fees for Soliciting or Securing Con- 
tract, promulgated by General Circular No. 2, dated May 1, 1950, shall be used 
in accordance with the provisions of this Circular. 

5. Representation and Agreement Required from Prospective Contractors. Except 
as provided in Section 7 below, each executive agency shall inquire of and secure 
a written representation from prospective contractors as to whether they have 
employed or retained any company or person (other than a full-time employee) 
to solicit or secure the contract, and shall secure a written agreement to furnish 
information relating thereto as required by the contracting officer. Where an 
invitation for bids is issued, this inquiry shall be made (and written representa- 
tion and agreement secured) by requiring the bidder to check the appropriate box 
in the following statement to be included in the invitation or bid form: ‘‘The 
bidder represents that he 0 has, 0 has not, employed or retained a company or 
person (other than a full-time employee) to solicit or secure this contract, and 
agrees to furnish information relating thereto as requested by the contracting 
officer.” 

(Note: The foregoing statement appears on the face of Standard Form 
33—Invitation, Bid, and Award—Nov. 1949 ed.; Standard Form 30—Invi- 
tation and Bid—Nov. 1949 ed.; and Standard Form 114—Sale of Government 
Property, Invitation, Bid and Acceptance—Aug. 1950 ed.) 

6. Use of Standard Form 119. 

a. Required Use. Except as provided in section 7 below, Standard Form 
119 shall be used, without deviation, by executive agencies whenever the 
inquiry referred to in section 4 hereof establishes that the successful bidder 
or contractor has employed or retained a company or person (other than a 
full-time employee) to solicit or secure the contract. The form shall be used 

81249—51——-4 
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also, without deviation, in any other case where an executive agency desires 
to obtain such information. When, after use of the form, further information 
is required, it may be obtained in any appropriate manner. Submission of 
the form shall be required, normally, only of successful bidders and con- 
tractcrs. 

b. Statement in Lieu of Form. Any bidder or proposed contractor who 
has previously furnished a Standard Form 119 to the office issuing the 
invitation or negotiating the contract may be permitted to accompany his 
bid, or submit in connection with the proposed contract, a signed statement 
(1) indicating when such completed form was previously furnished, (2) 
identifying by number the previous invitation or contract in connection with 
which such form was submitted, and (3) representing that the statements in 
such previously furnished form are applicable to such subsequent bid or 
contract. In such case, submission of an additional completed Standard 
Ferm 119 need not be required. 

7. Eaceptions. The inquiry and agreement specified in section 5 need not be 
made and submission of Standard Form 119 need not be requested in connection 


with the following: 


a. Advertised contracts in which the aggregate amount involved does not 
exceed $25,000; 

b. Negotiated contracts in which the aggregate amount involved does not 
exceed $1,000; 

ec. Negotiated contracts for perishable subsistence supplies in which the 
aggregate amount involved does not exceed $25,000; 

d. Any other contracts, individually or by class, of the Department of 
Defense, designated by the Secretary, Under Secretary, or Assistant Secretary 
of a Military Department. (Reports of any such exceptions shall be filed 
promptly with the Administrator of General Services.) 

8. Contracts To Be Made in Foreign Countries. The provisions of this Circular 


do not apply to contracts to be made in foreign countries. 





9. Enforcement. 

a. Failure or Refusal To Furnish Representation and Agreement. Each 
executive agency shall take the necessary steps to assure that the indicated 
successful bidder or proposed contractor has furnished a representation 
(negative or affirmative) and agreement as described above in section 5. 

(1) If the indicated successful bidder or proposed contractor makes 
such representation in the negative, such representation may be accepted 
and award made or offer accepted in accordance with established pro- 
cedure. 

(2) If the indicated successful bidder or proposed contractor makes 
such representation in the affirmative, a completed Standard Form 119 
shall be requested from the bidder or proposed contractor. In the case 
of formal advertising, the making of an award in accordance with 
established procedure need not be delayed pending receipt of the form. 
In the case of negotiation, if the proposed contractor makes such repre- 
sentation in the affirmative, he shall be required to file a completed 
Standard Form 119 prior to acceptance of the offer or execution of the 
contract unless the head of the executive agency (including, for this 
purpose, any Military Department) concerned, or his authorized repre- 
sentative, considers that the interest of the Government will be prejudiced 
by the suspension of negotiations pending receipt and consideration of 
an executed Standard Form 119. 

(3) If the indicated successful bidder or proposed contractor fails 
to furnish the representation and agreement as set forth in section 5, such 
failure shall be considered a minor informality and, prior to award, such 
bidder or proposed contractor shall be afforded a further opportunity 
to furnish such representation and agreement. A refusal or failure to 
furnish such representation and agreement, after such opportunity 
has been afforded, shall require rejection of the bid or offer. 

b. Failure or Refusal To Furnish Standard Form 119. If the successful 
bidder or contractor, upon request, refuses or fails to furnish a completed 
Standard Form 119, or a statement in lieu thereof as provided in section 6b. 
above, the executive agency concerned shall take one or more of the following 
actions, or other action, as may be appropriate: 

(1) If an award has not been made or offer accepted, determine 
whether the bid or offer should be rejected. 
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(2) If the contract has been awarded or offer accepted, determine what 
action shall be taken, such as making an independent investigation or 
considering the eligibility of the contractor as a future contractor in 
accordance with established procedure. 

c. Misrepresentations or Violations of the Covenant Against Contingent Fees. 
In case of misfepresentation, or violation or breach of the covenant against 
contingent fees, or some other relevant impropriety, the executive agency 
concerned shall take one or more of the following actions, or other action, 
as may be appropriate: 

(1) If an award has not been made, or offer has not been aecepted, 
determine whether the bid or offer should be rejected. 

(2) If an award has been made or offer has been accepted, take 
action to enforce the covenant in accordance with its terms, that is, 
as the best interests of the Government may appear, annul the contract 
without liability or recover the amount of the fee involved. 

(3) Consider the future eligibility as a contractor of the bidder or 
contractor in accordance with established procedure. 

(4) Determine whether the case should be referred to the Department 
of Justice in accordance with established procedure with respect to 
determining matters of fraud or criminal conduct. 

10. Preservation of Records. Executive agencies shall preserve, for enforcement 
or report purposes, at least one executed copy of any representation and completed 
Standard Form 119 (or statement in lieu of form) together with a record of any 
other pertinent data, including data as to action taken. 

11. Obtaining Supply of Forms.—Executive agencies are requested to order 
supplies of Standard Form 119, estimated to meet their needs, from the Publie 
Printer. 

12. Effective Date. This General Cireular No. 2, as revised, shall become 
effective on April 16, 1951, with respect to all contracts (negotiated or advertised) 
initiated, and all invitations to bid (whether pursuant to advertising or negotia- 
tion) prepared, on and after that date. 

13. Prior Circular Superseded. General Circular No. 2, dated May 1, 1950, 
and Supplement No. 1, dated August 7, 1950, are superseded as of the effective 
date hereof except as to any action initiated thereunder prior to the effective date 
hereof. 


Jess Larson, Administrator. 
Attachment 
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Standard Form 119 INVITATION NO 
Prescrited by General der viers Aduunisi ation 
April 1888 Kalition 





CONTRACTOR'S STATEMENT OF CONTINGENT OR OTHER FEES CONTRACT NO 
FOR SOLICITING OR SECURING CONTRACT 


The following information is furnished conceruing companies or persons (other than full-tinc cmployccs) employed or retained 
to solicit or secure this contract: 


1 NAMES AND ADDRESSES OF COMPANIES OR PERSONS SO EMPLOYED OR RETAINED 


INDICATE WHETHER CORPORATION, PARTNERSHIP, INDIVIDUAL ETC 


3. RELATIONSHIP TO CONTRACTOR. INDICATING WHETHER AN EMPLOYEE OR SELLING AGENCY. AND STATING DURATION OF SUCH RELATIONSHIP 


4 tS THERE A WRITTEN AGREEMENT OF EMPLOYMENT OR RETENTION’ if SO. ATTACH A COPY. iF NOT, STATE TERMS OF EMPLOYMENT OR RETENTION 


5. DESCRIPTION OF DUTIES PERFORMED 81 SUCH COMPANIES OR PERSONS IN CONNECTION WITH THIS CONTRACT 


6 AMOUNTS PAID OR TO BE PAID TO SUCH COMPANIES OR PERSONS IN CONNECTION WITH SOLICITING OR SECURING THIS CONTRACT INDICATING WHETHER ON A COMMISSION. 
PERCENTAGE. BROKERAGE. CONTINGENT FEL. OR OTHER BASIS. AND STATING SEPARATELY TOTAL AMOUNT OF EXPENSES PAID OX [C GL PAID BY CONTRACTOR. 





7. DO COMPAMLES OR PERSONS NAMED REPRESENT CONTRACTOR IN BOTH GOVERNMENT AND PRIVATE BUSINESS’ 


@. ARE THE COMPANIES OR PERSONS NAMED BONA FIDE EMPLOYEES OR BONA FIDE ESTABLISHED COMMERCIAL OR SELLING AGENCIES MAINTAINED BY THE CONTRACTOR FOR 
THE PURPOSE OF SECURING BUSINESS’ 


CONTRACTOR 


U. S. Code, Title 18 (Crimes and 
Criminal Procedure) Section 1001 
makes it a criminal offense to make 
a willfully false statement or repre- 
sentatior herein. 


BY (Signature) 





Standard Form 119 
\ peril 1950 Edition if additional space is required. attach separate sheet, which must also be signed 





mT PRINTING OFFICE e——) 
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GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., November 20, 1950. 
GENERAL REGULATION No, 4. 


To: Heads of Federal Agencies. 
Subject: Mandatory Use of Supply Contracts Standard Forms. 


1. Purpose. To promote uniformity among Federal agencies with respect to 
forms of advertised contracts used in the purchase of supplies, the Military 
Departments and the General Services Administration have agreed upon man- 
datory use of the standard forms prescribed by Federal Supply Service Circular 
No. 13, dated April 18, 1950. This Regulation provides for such mandatory use. 

2. Definitions. The terms used in this regulation shall have the meaning given 
them in the Federal Property and Administrative Services Act of 1949 (Public 
Law 152, 8ist Cong.) as amended. 

3. Mandatory Use of Forms. Except as provided in Section 4 hereof, use of 
the following standard forms by executive agencies is mandatory in connection 
with contracts for supplies which are entered into pursuant to formal advertising. 
Either or both of the following combinations of the forms may be used: 

Combination A: Standard Form 33, Invitation, Bid, and Award, accom- 
panied by Standard Form 32, General Provisions; or 

Combination B: Standard Form 30, Invitation and Bid, to which Standard 
Form 31, Schedule, is attached, accompanied by Standard Form 32, General 
Provisions. If this combination is used the award shall be made on Standard 
Form 26, Award. 

Siandard Form 36, Continuation Sheet, shall be used to provide 
additional space for Standard Form 26, Award; Standard Form 31, 
Schedule; and Standard Form 33, Invitation, Bid, and Award, when- 
ever space provided on these forms is not sufficient. 

Each agency should standardize on the use of either Combination A or Combi- 
nation B to the exclusion of the other to the extent that the type of its procure- 
ment permits. Agencies should avoid overstocking of the new forms since 
possible changes are being considered on the basis of comments being received 
from Government agencies and industry. In this connection compliance with 
Personal Property Management Regulation No. 2, as amended, is required. 

4. Optional Use of Forms, Any or all of the foregoing forms are not required 
to but may be used for the following purposes, where appropriate: 

a. Negotiated contracts; 

b. Negotiated or advertised contracts for: 

(1) Nonpersonal services; 

(2) Utility services; 

(3) Solid and Liquid fuels; 

(4) Petroleum products; 

(5) Construction, alteration, maintenance, or repair of publie works, 
buildings, bridges, roads, or other real property; provided that the 
contract does not exceed $2,000; 

(6) Construction, alteration, maintenance, or repair of ships, craft, 
boats, vessels, and other floating equipment, such as, but not limited to, 
floating dry docks, cranes, barges, and the like. 

5. Terms, Conditions, and Provisions. 

a. Additional Terms, Conditions and Provisions. Additional terms, con- 
ditions and provisions considered by any agency to be essential to its pro- 
curement and not inconsistent with those contained in the forms may be 
incorporated in invitations in which these forms are used by so providing 
in the schedule or on additional pages. Each executive agency shall period- 
ically review such additional terms, conditions and provisions which are in 
common use in such agency with a view to standardization of those in general 
use and elimination of unnecessary additions, and shall, from time to time, 
forward to the Administrator of General Services such additional terms, 
conditions and provisions as are considered desirable for inclusion in the 
standard forms. 

b. Inconsistent Terms, Conditions and Provisions. Terms, conditions, and 
provisions which are inconsistent with those of the foregoing forms may not 
be used unless authorized by the head of the executive agency (including 
for this purpose any Military Department) or the officer designated by him 
for this purpose. Authority to use inconsistent terms should be granted 
only after full consideration of the interests of uniformitv. A copy of each 
such approval! for use of inconsistent terms in a class of cases shall be for- 
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warded to the Administrator of General Services. Changes may not be 
made in the forms themselves, but should be made by appropriate provision 
in the schedule or on continuation sheets. 

6. Incorporation of General Provisions by Reference. To facilitate bidding by 
concerns regularly doing business with the Government, and to eliminate unneces- 
sary distribution of Standard Form 32, General Provisions, agencies may incor- 
porate the General Provisions by reference in the invitation rather than attach 
them to the invitation. This may be done by the use of the following clause 
in the schedule or continuation sheet: 

“Standard Form 32, General Provisions (Supply Contract), prescribed by 
the General Services Administration, Nov. 1949 edition, is incorporated 
herein by reference and made a part hereof and receipt of the form is hereby 
acknowledged. (A copy of Standard Form 32 is obtainable upon request.)” 

Where this recommended practice is followed, it is essential that agencies observe 
the following: 

(a) Distribute copies of Standard Form 32 to all prospective bidders on 
agency mailing lists requesting that the form be retained for future reference. 

(b) Make additional copies promptly available to such bidders upon 
request and also to any other prospective bidders. 

(c) Strike the word “Arracnep” under the heading “INVITATION FOR 
Bros” on Standard Form 33 or 30, as the case may be. 

In cases where it is desired to have Standard Form 32 accompany the invitation 
when mailed to bidders, this should be accomplished by attaching a single copy 
to the bidder’s copy of the invitation and incorporating the General Provisions by 
reference in the manner above specified rather than by attaching Standard Form 
32 to each copy of the invitation. 

7. Use of Precut Stencils and Reproducible Masters. The use of precut stencils 
or reproducible masters for printing Standard Forms 26, 30, 31, 33 and 36, in 
order to eliminate excessive typing in providing the necessary number of copies, 
is authorized, subject, of course, to the regulations of the Joint Committee on 
Printing. In order to simplify this process the “Terms and Conditions of the 
Invitation for Bids’? which appear on the reverse of Standard Forms 30 and 33 
are now printed and aboked separately at the Government Printing Office as 
“‘Reverse of Standard Forms 30 and 33.” This form shall be used when printing 
Standard Form 30 or 33 from the precut stencils or reproducible masters, 
thereby eliminating the need for an additional run for the back. It may be ordered 
in the same manner as other standard forms. 

8. Use of Other Supply Contract Forms. On and after the effective date of this 
Regulation the following forms shall be obsolete and may not be used: 

Standard Form No. 30 (Standard Government Form of Invitation for Bids) 

approved by the President June 10, 1927; 

Standard Form No. 31 (Standard Government Form of Bid) approved by the 
President June 10, 1927; 
U. 8. Standard Form No. 32 (Contract (Supplies)) approved by the Secretary 

of the Treasury June 18, 1935; 

U. 8. Standard Form 33 (Invitation, Bid, and Acceptance) approved by the 

Secretary of the Treasury January 17, 1939. 

Standard Form No. 36 (Continuation Sheet) approved by the President June 10, 
1927, is also obsolete, except that existing stocks should be used, in lieu of the 
revised form, until exhausted. In addition, agency forms used for the purposes 
for which the forms herein described are required to be used, may not be used after 
the effective date of this Regulation. U.S. Standard Form No. 22, Instructions 
to Bidders (Construction and Supplies), shall not be used in connection with the 
new supply contract standard forms since revised instructions are contained in the 
Terms and Conditions of the Invitation for Bids forming a part of the new forms. 

9. Deviations from Use and Format. Except as provided in Section 5b of this 
Regulation, no deviation from the use of the forms prescribed by this Regulation 
or from the format of such forms is permissible without prior approval of the 
General Services Administration. 

10. Effective Date. The provisions of this Regulation shall become effective 
January 15, 1951 with respect to all invitations prepared on and after that date. 


Jess Larson, Administrator. 
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Standard Form 30 
Administration, Nov. 1940 Edition (SUPPLY CONTRACT) 


INVITATION FOR BIDS 


Sealed bids in , Sussecr to THe Teams anp Conprrions or Tus InvrraTion For 


Bis AND THE ATTACHED SCHEDULE AND GENERAL PROVISIONS, will be received at the above office unti! o'clock 


m., 


Time, __._______§#§#_+_=§_§__ (date) and at that time will be publicly opened, for furnishing 


the supplies or services described in the accompanying Schedule. 


General information and instructions to bidders are contained in the terms and conditions on the reverse hereof. 


In compliance with the above, the undersigned offers and agrees, if this Bid be accepted within _........_ calendar days 
(60 calendar days unless a different period be inserted by the bidder) from the date of the opening, to furnish any or all of the 
itema upon which prices are quoted, at the price set opposite each item, delivered at the designated point(s) and within the 


time specified in the Schedule accompanying the above Invitation for Bids. 


a 


BIDOER REPRESENTS: (Check eppropriate bares) PULL MAME OF BIDOER (Type or print) ‘ 


(1) That the aggregate number of employees of the bidder 
and its affiliates is: () 500 or more, () less than 500. 
4 GUSINESS ADDRESS OF BIDOER (Streat, city, sone, ond State. Type or print) 
{ (2) That he is a [) regular dealer in, () manufacturer of, 
the supplies bid upon. 


(3) That he (1 has, (1 has not, employed or retained a com- 
pany or person (other than a full-time employee) to solicit or 
secure this contract, and agrees to furnish information relating 
thereto as requested by the contracting officer. 


ae AND TITLE OF PERSON AUTHORIZED TO SIGN THIS BID (Type or print nem 
TYPE OF BUSINESS (Check appropriate bor) ’ 


OC Individual © Partnership © Corporation 


INCORPORATED IN THE STATE OF (Complete, f corporation) 
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; Nov. 19 Edition ‘ 
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INVITATION, BID, AND AWARD 
(SUPPLY CONTRACT) 


INVITATION FOR BIDS 
DATE ISSUED ] INVITATION KO. 


Sealed bids in... =, Sussecr To THE TexMs AND ConpDrITiONs or THts InviTATION, ITs SCHEDULE AND THE 
ATTACHED GENERAL Provisions, will be received at the above office until... o'clock. = om, == CTT ime 
——————_______ (date), and at that time publicly opened, for furnishing the following supplies or services, at the time 
specified in the Schedule, for delivery f. o. b. Salintetdicecaimuns 

General information and instructions to bidders are contained in the terms and conditions on the reverse ree hereof. 

SCHEDULE 


UNIT UNIT PRICE 


BID | pave 


In compliance with the above, the undersigned offers and ad ageaee, if this Bid be accepted within ____. calendar days (60 
calendar days unless a different period be inserted by the bidder) from the date of the wees, to furnish any or all of the 
items upon which prices are quoted, at the price set opposite each item, delivered at the 


designated point(s) and within the 
time specified in the Schedule of the Invitation for Bids. Discounts will be allowed for prompt payment as follows: 
percent, 10 calendar days; percent, 20 calendar days; Percent, 30 calendar days. 
BIDDER REPRESENTS: q@) That the aggregate number of employees of the bidder and its affiliates i is O s © 500 or more, 
(Check appropriate boxes) CD less than 500. 
(2) ae eels «Ea ot, employed or retained & , the supplies bid upon. 
(3) That he 1 has. Shas not, joyed or oe a@ company <i ye (other than a full-time 


employee) to solicit or secure this contract, and agrees to furnish information relating thereto 
as requested by the contracting officer. 


~ INDICATE WHETHER (CO mommua: () rartnersnie, (_) CORPORATION. INCORPORATED IN THE STATE OF 


SIGNATURE AND TITLE OF PERSON AUTHORIZED TO SIGN THIS BID (TVpe or print name 
and (ile unde signeturc) 


“ACCEPTED AS TO ITEMS NUMBERED UNITED STATES OF AMERICA 
e 


INVOICE FOR PAYMENT SHOULD BE MAILED TO 


PAYMENT WILL BE MADE BY 
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TERMS AND CONDITIONS OF THE INVITATION FOR BIDS 


1, AWARD.—The right is reserved, as the interest of the 
Government may require, to reject any or all bids and to waive 
any minor informality or irregularity in bids received. The 
Government may accept any item or group of items of any 
bid unless qualified by specific limitation of the bidder. UN- 
LESS OTHERWISE PROVIDED IN THE SCHEDULE, 
BIDS MAY BE SUBMITTED FOR ANY QUANTITIES 
LESS THAN THOSE SPECIFIED; AND THE GOVERN- 
MENT RESERVES THE RIGHT TO MAKE AN AWARD 
ON ANY ITEM FOR A QUANTITY LESS THAN THE 
QUANTITY BID UPON AT THE UNIT PRICE OFFERED 
UNLESS THE BIDDER SPECIFIES OTHERWISE IN 
HIS BID. The contract shall be awarded to that responsible 
bidder whose bid, conforming to the Invitation for Bids, wil! be 
most advantageous to the Government, price and other factors 
considered. An award mailed (or otherwise furnished) to the 
successful bidder within the time for acceptance specified in the 
bid results in a binding contract without further action by 
either party. 


2. LABOR INFORMATION.—Attention is invited to the 
possibility that wage determinations may have been made 
under the Walsh-Healey Public Contracts Act providing mini- 
mum wages for employees engaged in the manufacture for 
sale to the Government of the supplies covered by this Invita- 
tion for Bids. Information in this connection, as well as gen- 
eral information as to the requirements of the act concerning 
overtime payment, child labor, safety and health provisions, 
etc., may be obtained from the Wage and Hour and Public 
Contracts Divisions, Department of Labor, Washington 25, 
D. C. Requests for information should state the Invitation 
number, the issuing agency and the supplies covered. 


3. DISCOUNTS.—(a) Prompt payment discounts will be 
included in the evaluation of bids, provided the period of the 
offered discount is sufficient to permit payment within such 
period in the regular course of business under the delivery, 
inspection, and payment provisions of the Invitation and Bid 


(6) In connection with any discount offered, time will be 
computed from date of delivery of the supplies to carrier 
when delivery and acceptance are at point of origin, or from 
date of delivery at destination or port of embarkation when 
delivery and acceptance are at either of those points, or from 
date correct invoice or voucher (properly certified by the Con- 
tractor) is received in the office specified by the Government 
if the latter date is later than the date of delivery 





4. PRICES.—Unit price for each unit bid on shall be shown 
and such unit price shall include packing unless otherwise 
specified. In each case totals shall be inserted in the Amount 
column of the Schedule 


5. DELIVERY TIME.—When not otherwise specified, bid 
der must definitely state time of proposed delivery. 


6. COMPUTATION OF TIME.—Time, if stated as a num- 
ber of days, will include Sundays and holidays. 


7. SAMPLES.—Samples of items, when required, must be 
submitted within the time specified and at no expense to the 
Government; if not destroyed by testing, they will be returned 
at bidder's request and expense, unless otherwise specified in 
the Schedule. 


8 GOVERNMENT-FURNISHED PROPERTY.—Nowo ma- 
terial, labor, or facilities will be furnished by the Government 
unless otherwise provided in the Schedule. 
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9. AGENTS.—Bids signed by an Agent must be accom- 
panied by evidence of his authority. 


10, BIDS.—(a) Data. Each bidder shall furnish the in- 
formation required by the Bid form. The bidder should print 
or type his name on the Schedule and each Continuation Sheet 
thereof upon which he makes an entry. 


(b) Corrections. Erasures or other changes in bids must 
be explained or otherwise noted over signature of bidder. 


(c) Late. No bid or modification thereof received after 
the time set for opening will be considered except that when 
a bid or modification arrives by mail after the time set for 
opening, but before award is made, and it is determined by the 
Government that nonarrival on time was due solely to delay 
in the mails for which bidder was not responsible, such bid 
or modification thereof will be considered. 


(d) Mistake. Bidders are expected to examine the draw- 
ings, specifications, circulars, Schedule, and al! instructions 
pertaining to the supplies or services. Failure to do so will 
be at the bidder's risk. In case of mistake in extension of 
price, the unit price will govern. 


(e) Alternate. Alternate bids will not be considered unless 
authorized in the Schedule. 


({) Addressing. Except as provided in (g) below, bids 
and modifications thereof shall be enclosed in sealed envelopes 
addressed to the issuing office, with the name and address of 
the bidder, the date and hour of opening, and the Invitation 
Number on the face of the envelope. 


(g) Telegraphic. Telegraphic bids will not be consider< + 
unless authorized in the Schedule, although bids may be modi 
fied by telegraphic notice provided such notice is received prior 
to the time set for the opening of the bids. 


(hk) Withdrawal. Bids may be withdrawn by written or 
telegraphic notice provided such notice is received prior to the 
time set for the opening of the bids. 


11. BONDS.—No bond or other form of security will be re- 
quired except as provided in the Schedule 


12. SELLER'S INVOICES.—Invoices shal! be prepared 
and submitted in triplicate unless otherwise specified. In 
1: Contract num- 
and Item number; contract de- 
scription of supplies or services, sizes, quantities, unit prices, 
and extended totals. Bill of lading number and weight of 
shipment will be shown for shipments made on Government 
bills of lading. The following certificate will be shown on each 
copy of the invoice 


voices shall contain the following informat 
ber, Order number (if any), 





“I certify that the above bill is correct and 
payment therefor has not been received.’ 


just and that 


The Contractor or his authorized representative will sign 
ONLY the original (ribbon typed copy, if typed). When the 
is signed or receipted in the name of a company or 
corporation, the name of the person signing, as well as the ca 


invoice 





pacity in which he signs, must appear. For example: “John 
Doe Company, by John Smith, Secretary,” “Treasurer,” or as 





be 


the case may 


s to be submitted, DO 
ise specified. How- 
should be sent to the issuir 
vitations for the type of supplies or 
nvitation are desired. 





13. NO BID.—In the event no bid 
NOT ret the invitation unless ot! 
ever, a ietter t ra 
advising whether future ir 
services covered by this 
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GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., September 6, 1950. 
ADMINISTRATIVE ORDER No. 49. 
To: All Employees of the General Services Administration. 
Subject: Standards of Conduct for GSA Employees. 


1. Purpose. The provisions of this order set forth the policy and standards 
governing the conduct of employees of the General Services Administration, and 
supplement existing Federal statutes, executive orders and Civil Service regula- 
tions on this subject. 

2. Policy. When an individual accepts employment with the Government, 
he assumes responsibilities over and above efficient and loyal performance of 
bis assigned duties. In the eyes of the public his personal conduct, both at work 
and at home, then becomes a part of the reputation of our Government itself. 
Accordingly, it is the policy of the General Services Administration that its 
employees shall be required, as a condition of their employment, to comply with 
the standards of conduct set forth below. 


3. Standards of Conduct for GSA Employees. 


a. Ethics. In all their dealings employees must so conduct themselves as 
to permit no possible basis for suspicion of unethical business practices. 
The obligation fully to protect the interest of the Government demands the 
avoidance of circumstances which invite conflict between self-interest and 
integrity. 

b. Safeguarding Information. Adequate machinery has been established 
for the proper dissemination of timely information to all interested parties 
in a fair and equitable manner; the unauthorized or premature disclosure of 
information relating to the operations of this Administration is absolutely 
prohibited. The use of information acquired as an incident to employment 
with this Agency for the purpose of furthering any non-governmental inter- 
est is also strictly prohibited. 

c. Place of Business. No employee, unless expressly authorized by his 
sup>rior, shall conduct any Government business, discussions or negotiations, 
rela ing to matters of concern to this Administration, except on Government 
premis»*s, or, when necessary, at other normal places of business. 

d. O tside Employment. Except upon prior written approval of the Di- 
rector of Personnel, no employee shall engage in any outside employment or 
business activity. Employees may not accept remuneration in any form 
from non-governmental sources for the performance of official duties whether 
the time expended is a part of the normal working period, overtime, or 
off-duty hours. 

e. Favoritism. No preferential treatment shall be afforded any person, 
firm, corporation, or other entity, in the conduct of official business. 

f. Outside Connections. Each employee is required to submit a report of 
outside connections, listing all persona] or financial relationships which he 
has or formerly had with any person, firm, corporation, or other entity, doing 
business with this Administration, or which there is reason to believe might 
in the future do any business with this Administration. Each employee is 
responsible for the current status of this information. No employee shall 
take final action with respect to any matter in which such relationship or 
connection is involved, but shall submit the matter to his immediate superior 
with a full written disclosure of all the circumstances. 

g. Gratuities. No employee shall accept any gratuity or favor of any 
nature whatsoever, directly or indirectly, from any person, firm, corporation, 
or other entity, which has done or is doing business or proposes to do business, 
with this Administration. Tentative or direct offers of money or other con- 
siderations, such as offers of future employment, which are made to influence 
official action would, of course, constitute attempted bribery, a Federal 
criminal offense. 

h. Former Employees. All transactions with this Administration in which 
any former employee of this Administration, or any of its predecessor agencies 
or components is involved in the capacity of principal, agent, representative, 
or attorney, shall be referred to the Office of the Administrator or his delegatee 
for final disposition. 

i. GSA-Employee Transactions. No employee shall participate in any 
business transaction with this Administration, either directly or indirectly 
as a principal, agent, representative or attorney. This prohibition includes, 
but is not limited to, purchases of personal and real property, leaseholds, and 
procurement contracts. 
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j. Reporting of Irregularities. It is the obligation of each employee to 
report immediately any apparent or suspected irregularity coming to his 
attention in connection with any operation of this Administration. Report 
should be made to the local representative of the Compliance Division, or to 
the Director ef that Division at Washington, D. C. 

k. Intermediaries. Employees are prohibited from recommending or 
suggesting the use of any nongovernmental intermediary (individual, firm, 
corporation, or other entity) offering any service as consultant, agent, repre- 
sentative, attorney, expeditor, or ‘‘specialist,’’ for the purpose of assisting 
in any negotiations, transactions, or other business with this Administration. 

1. Tardiness. All employees are expected to conform to the established 
work hours. Habitual tardiness will be cause for disciplinary action. 

m. Leave. Ail employees are expected to make wise use of the leave 
privileges. Habitual absenteeism for which advance approval is not obtained 
will result in disciplinary action. 

n. Meeting Obligations. All employees are expected to meet just obliga- 
tions which they have contracted or have incurred. When attention is 
called to an employee’s neglect to pay his debts or income tax, he will be 
required to adjust the matter in a satisfactory manner. 

0. Gambling. Gambling in any form or soliciting funds (except those 
fund raising campaigns in the public interest approved by the Administrator) 
selling chances, subscriptions, or merchandise on GSA premises are pro- 
hibited. 

p. Use of Intoxicants. Intoxicants are not to be used on the premises. 

An employee found using or under the influence of intoxicants while at work 
will have to show cause why he should not be dismissed. 


JessE Larson, Administrator. 
Senator Horny. The next witness is Mr. H. K. Clark, Executive Vice 
Chairman of the Munitions Board. 
I will ask Admiral Ring if he would like to come up also. 
Mr. Clark, would you like to read your statement uninterrupted or 
would you—— 
Mr. Cuark. As you like, sir; as you prefer. 
Senator Hory. You may proceed. Identify yourself to the re- 
porter. 


STATEMENT OF H. K. CLARK, EXECUTIVE VICE CHAIRMAN, MUNI- 
TIONS BOARD, ACCOMPANIED BY REAR ADM. MORTON L. RING, 
MILITARY DIRECTOR FOR PROCUREMENT AND DISTRIBUTION, 
MUNITIONS BOARD 


Mr. Cuark. I am H. K. Clark, Executive Vice Chairman of the 
Munitions Board. 

At the outset, and before reading the prepared statement, may I 
express the regrets of the Chairman, Mr. Small, that he could not be 
here due to a conflicting hearing. 

Senator Horny. I have asked Admiral Ring to come up and sit 
with you. 

Mr. Crark. I am very glad that you did. I depend strongly on 
Admiral Ring. 

Senator Hozy. You may proceed, Mr. Clark. 

Mr. Cuark. The public hearings which have previously been held 
by this subcommittee and the resulting wide publicity given to them 
have had a most profound effect in minimizing the use of influence 
peddlers. I would like to stress and reaffirm the statements that have 
been made so often by the Department of Defense that it is absolutely 
not essential for a businessman to hire a middleman in order to con- 
duct business with the Government. 
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It is unfortunate that any business might think it necessary or ea 
pedient to hire influence peddlers to assist in obtaining contracts with 
agencies of the Department of Defense, In my opinion the testimony 
previously presented to this subcommittee proves that the use of in- 
fluence peddlers by business concerns leads only to corruption. Cor- 
ruption cannot be tolerated in dealings between business concerns and 
the United States Government. 

However, it is not an unusual condition of ordinary commercial busi- 
ness dealings for a concern to hire attorneys, technical consultants, and 
others in seeking business advice. Accordingly, if a businessman finds 
it essential, for reasons of his own, to hire bona fide employees or bona 
fide established commercial or selling agencies which he maintains, the 
Department of Defense has no objection to the existence of these legiti- 
mate representatives. 

Since the last hearing held by this subcommittee, the Department of 
Defense has adopted the policy that invitations for bids will be mailed 
only to ‘ ‘manufacturers or regular dealers.’” The policy was adopted 
in order to assure a businessman of the fact, in the first instance, that 
it is not necessary to employ an influence peddler in order to receive 
an invitation for bid. However, even in these instances, if a bidder 
finds it necessary to consult bona fide agent or other adviser , there is 
no objection on the part of the Department of Defense. 

The Department of Defense feels that one of the best methods of 
combating and discouraging the use of influence peddlers is by the 
widest possible disseminetion of procurement informstion. To that 
end, the Central Military Procurement Information Office was esiab- 
lished in the Munitions Board to give advice and assistance in Gov- 
ernment procurement methods to the small-business man. The staff 
of this office has now been doubled and consists of six officers who have 
complete information on the types of supplies and services purchased 
by the various procuring activities of the military departments. Dur- 
ing the past year this offic ve has answered over 14,000 letters, conducted 
ee interviews with approximately 4 500 businessmen, and 
answered about 15,000 inquiries over the telephone. The magnitude 
of the business conducted by this information office since the first of 
the year indicates that these figures will be greatly increased for this 
calendar year. 

The Office of Small Business of the Munitions Board has had a 
participant in approximately 70 small-business clinics sponsored by 
numerous business organizations in the major industrial areas of the 
country. 

The Department of Commerce makes available to industry through 
nearly 6,000 outlets certain unclassified invitations for bid and con- 
tract-award information. The military departments are cooperating 
in this program. 

In addition, the National Production Authority and Defense Pro- 
duction Administration contemplate the establishment of certain 
regional information offices. You may be assured that the Depart- 
ment of Defense will cooperate in every way in these activities. 

Prior to the declaration of a national emergency by the President, 
the basic procedure used by the Department of Defense in purchasing 
supplies and services was by the issuance of formal invitations for bids. 
Negotiations were conducted only pursuant to the exceptions specifi- 
cally enumerated in the Armed Services Procurement Act of 1947. 
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The first negotiation exception in the act, section 2 (c) (1), provides 
that contracts may be negotiated without advertising if ‘determined 
to be necessary in the public interest during the period of a national 
emergency declared by the President or by the Congress.’’ Since the 
declaration of a national emergency, the use of negotiation has been 
authorized in the military departments for the fulfillment of the ex- 
panded defense program. 

Since the use of negotiation is authorized as a basic policy matter, 
it has been determined by all three military departments to utilize 
this procedure in procuring supplies. It represents a flexible and 
speedy procedure for the placement of contracts. The use of formal 
advertisement will be lessened. It will not be entirely abandoned. 

When properly and intelligently conducted, negotiation is far 
superior to formal advertisement in obtaining supplies at the desired 
time and at best prices. Negotiation provides a medium of reaching 
a true meeting of the minds. Formal advertisement for sealed bids 
is a good system only when there is price competition and supplies 
relatively plentiful. 

Complaints have been received that the application of the authority 
to negotiate is causing an increase in the number of 5-percenters 
operating in the field of Government contracts. These complaints 
have been based largely on failure to disseminate widely information of 
our intention to negotiate for specific items. However, publishing 
the procurement program for textiles at the instance of a segment of 
that industry made us susceptible to the censure that we caused 
the market price to rise. This matter has been under study for the 
past 3 months. A program of limited information is expected to be in 
effect by April 15, 1951. 

As you all are aware, an American business is dependent upon ad- 
vertising and publicity for maintaining or increasing the volume 
of its sales. It is a common practice of American business to employ 
personnel to assist in this campaign and the spreading of company 
good will. Often one mission of these people is to cultivate personal 
contact with those customers who are in a position to place business. 

These good-will operators are not the people who normally come 
within the scope of the covenant-against-contingent-fees clause which 
is included in Government contracts. I would like to point out that 
the action just taken by the General Services Administration in 
amending the procedures regarding the administration of this clause 
will not alter the existing procedures of the military departments. 
These procedures have been in effect in each of the military depart- 
ments since the original contingent fees circular was issued by the 
General Services Administration. 

You are all familiar with the existing criminal statutes which apply 
to an officer or employee of the United States who is discovered taking 
advantage of his position of trust for personal gain. In addition, 
each of the military departments has separate regulations and a code 
of conduct for procurement personnel and it is the policy of each 
officer and employee to be informed of the contents of this code. Addi- 
tional administrative disciplinary action may be taken under these 
regulations. 

In conclusion, gentlemen, the Department of Defense is of the 
opinion that the greatest deterrent to the operations of influence 
peddlers is the public exposé of their activities by your subcommittee. 
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The Department will continue to cooperate in every way possible with 
your investigation. 

We have with us, sir, representatives of the procurement offices 
of the three services, Navy, Army, and Air Forces, each of whom will 
present their own story for you, and be willing and subject to your 
questions. 

Senator Horny. Mr. Clark, just what methods have been adopted to 
acquaint the small-business man with the contracts that are being 
negotiated so that they would have an opportunity for getting in to 
have some contract. negotiated or to confer about it? 

Mr. Ciarx. There is one recently developed activity, in addition to 
this Office of Military Contract Information, which is included in the 
statement, and that is the formation within the Munitions Board of a 
Department of Small Business. 

Senator Horny. Well, I was thinking about this: We have received 
a good many complaints from small-business men saying that they 
never know of any contracts which are going to be negotiated and 
have no opportunity to confer, and have no chance to negotiate. 
Now, about what proportion of the contracts in your department are 
being negotiated rather than on bids? Can you answer that, Admiral 
Ring? 

Admiral Ring. Senator Hoey, I do not recall the precise figures. 
They were published in our report to the Congress, and, I am sorry, 
I do not have the actual percentage. I will get it and give you the 
information. I would rather not try to quote a figure unless I am 
sure of it. 

Senator Hory. We would like to have it and put it in the record. 

Admiral Ringe. But specifically, Senator, in regard to your question 
as to how a small-business man may find out about the Army, Navy, 
or Air Force intent to negotiate, parenthetically, the Munitions 
Board lets no contracts. Mr. Clark is speaking for the Munitions 
Board, but the Board has approved a policy of the establishment of a 
small-business specialist in each procurement office of the Army, 
Navy, and Air Force. 

In addition to that, Mr. Clark mentioned in his statement the 
fact that the National Production Authority, headed by Mr. Fleisch- 
man, will have a Mr. Jack Pritchard as its Director of Small Business, 
These people will have representatives not only in 13 regional offices, 
but I think in a total of about 150 cities throughout the United States, 
in addition to the 13. 

We anticipate that there will be the closest possible relationship 
between the small-business specialist in each procurement office and 
the representative of NPA in the nearest city, so both on the NPA 
side there will be full knowledge of the procurement offices’ intent to 
negotiate, as weil as that information, of course, being available to the 
small-business specialist in each procurement office. 

At the present time, sir, there is not a sufficient flow of information, 
and that was mentioned in Mr. Clark’s statement, regarding the intent 
to negotiate. We are going to have something out by the 15th of 
April coming, regarding that, sir. 

Senator Hory. I was interested in two things about it. One, I 
received a letter in which some statement had been sent out—it is 
almost a book of things that the Government is going to buy, but it is 
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so large, of course, that the little fellow getting a great publication— 
it. costs a lot to publish it, in the first place, and then when he got it 
he would have to look over page after page before he could find what 
he was interested in. 

The other thing is the number of inquiries we have had which were 
to the effect that, ““We understand the Government is going to let a 
contract, negotiate a contract, for so much stuff that we produce. 
We never heard of it. We would like a chance to bid and a chance to 
confer about it.” 

I was just wondering, suppose that a man in North Carolina who 
was manufacturing socks wants to confer with the Government. How 
would he go about it? 

Admiral Rivne. May I answer? 

Senator Hory. Yes. 

Admiral Rina. The knowledge with regard to who purchases socks 
for the Army, Navy, and Air Force has been widely disseminated. 
The publications of the Army, Navy, and Air Force clearly indicate 
which particular agencies, which particular procurement offices, buy 
socks. 

Senator Horny. I was using that just as an illustration; but let us 
refer to any item. 

Admiral Rivne. To be precise, sir, with regard to that particular 
item, we have tried to disseminate as widely as possible throughout 
the country the information as to who buys socks. 

If that man in North Carolina wants to confer with the agency 
buying socks, not about a particular procurement, but about any 
procurement that might come up, he should communicate with the 
buying office or offices and ask that his name be placed on the regular 
mailing list to receive a chance to bid when the bids come up. 

Senator Hory. If that was done, would he be notified about it? 

Admiral Rina. Yes, sir; he would be notified about it. But there 
is another thing- 

Senator Hory. The reason I asked that is I got a letter from a man 
in my State, not about socks, but about something else, saying that 
he observed that at certain places, to apply for information, and he 
wrote to see if they would let him know if there were any contracts to 
be negotiated and he received a reply from somebody saying, “‘We 
cannot notify all individuals. We will send it to a chamber of com- 
merce in a certain town and you go over there to find out if bids are 





- being made or offerings or negotiated contracts on any particular 


products,” and I was just wondering if a person does write in if he can 
get the information or have his name placed on the list so that when 
things he is going to manufacture, and he wants to contact the agency 
with reference to negotiating a contract, if he could have some notice 
given, if he makes application. 

Admiral Rine. He can have some notice, sir, and I think that in the 
great majority of cases—I cannot comment on a particular case 
because I do not know who handled it on the Government side—but 
to go back to the chamber of commerce approach, that was contained 
in Mr. Clark’s statement. We have through the good efforts of the 
Department of Commerce over 6,000 outlets of information now. The 
chamber of commerce may not have been in this man’s particular 
town because we cannot cover every town in the United States. But, 
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at the same time, the Government’s intent to procure has been, I 
think, a rather successful program of disseminating this information. 

If you would care to let me have the particular case, Senator, I will 
be happy to follow it up and try to make sure that the particular man 
gets the information that he ought to have. 

Senator Hory. I will furnish you that. I will get it from my file. 

Admiral Rina. Yes, sir. 

Senator Horry. So it would be a policy then if an individual manu- 
facturer if he makes application, writes to the Department and says 
that he wants to have notice when contracts are to be let for the par- 
ticular thing that he manufactures so that he might have a chance 
his name would be placed on the list and he could be given that 
information? 

Admiral Ring. That is correct, sir; and it is developing a very 
amazing problem. I know of one particular procurement office that 
has 900 names of firms who want so to be notified. 

In connection with socks, a simple item to make, it is not too bad, 
but if we get to any expanded mailing list of that size where it will 
cost the Government sometimes up to as high as $3,000 to prepare one 
particular bid set, $3,000, to be sent out to 900 people it would be a 
burden upon the appropriations which I do not think the Congress 
would tolerate nor would it represent any measure of sound buying 
procedure. There has got to be a selectivity there. It simply must 
be because otherwise we simply could not afford the dissemination of 
that type. Not every bid set—some might cost $3, but I know of one 
which cost $3,000, and if it happened to be a contract for the construc- 
tion of a very complicated—a very big ship, the cost of the drawings 
and blueprints could run up into many thousands of dollars. There 
selectivity is necessary. 

Senator Horny. That is the point I was emphasizing. One of the 
things that you sent in to this man was a great big book of a thing. 
This man was just inquiring about some small item that he wanted 
to have an opportunity to bidon. He received, in return for that, this 
whole book of things that covered all the world. All he wanted was 
information about bidding on one thing. 

Mr. Criark. That should not have happened. 

Senator Hory. And I was just wondering if there was some simple 
method by which a person applied for information which he wanted 
to bid on, and would have some information as to when he could 
file a bid. 

Mr. CuarKk. Yes, sir. 

Admiral Rine. That can be arranged, sir. 

Senator Hony. Are there any questions? 

Senator Munpr. Mr. Chairman, I would like to inquire of Mr. 
Clark whether the Munitions Board, which he heads, is the organiza- 
tion that establishes the regulations of procurement for all of the 
services. 

Mr. Criark. We coordinate and attempt to standardize to the 
greatest degree possible the procurement methods of the three armed 
services; that is right, sir. 

Senator Munopr. On the first page of your statement you say that 
the Department of Defense has adopted the policy that invitations 
for bids will be mailed only to ‘“‘manufacturers or regular dealers.”’ 
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Do you make any effort to determine whether these manufacturers 
or dealers are reputable and that they are actually manufacturing the 
type of material that they allege that they are manufacturing? 

Mr. Cuark. Yes, sir; because most of our procurement officers 
for these technical products are specialized to the degree that they 
know the real manufacturers. 

They likewise know the established outlets, if it is a distributor or 
regularly established outfit. The purpose of that was to eliminate 
to the greatest degree possible calling in men who might have their 
cards in their office or their telephone in their office, who were these 
5-percenters or the so-called influence guy. 

Senator Munpr. It is very easy for a dealer to become a 5-per- 
center by alleging he is a dealer in things in which he is not actually 
merchandising. 

Mr. Crarx. That is right, but also the products in which we are 
interested on the technical side—that is particularly true, Senator, in 
the so-called shelf goods items. But in the technical items those 
normal channels of trade are pretty well known, because they have 
been so long established. 

Senator Munpr. Has any thought or care or attention been given 
to the reputation and the repute and the reliability of a manufacturer 
or dealer if he is a manufacturer or dealer? Is that as far as you go? 

Mr. Crark. No, sir;no, sir. We want to be sure that he is reliable— 
that he is able to fulfill the contract satisfactorily if he gets it. 

Senator Munpr. That is the over-all policy of the armed services? 

Mr. Cuark. That is the over-all policy of all the armed services: 
that is right, sir. 

Senator Munpt. Do you have your dealers and manufacturers 
checked against the criminal records of the FBI? 

Mr. Crark. You may answer, Admiral. 

Admiral Rine. Under the Walsh-Healey Public Contracts Act, 
Senator, we can only execute contracts with so-called manufacturers 
or regular dealers. We are in—TI say “we,” and I should say the 
Departments of the Army, Navy, and Air Force, which are the con- 
tracting agencies of the Department of Defense, under Public Law 413, 
the Armed Services Procurement Act— we are in receipt of information 
from the Department of Labor, we are in receipt of information from 
the General Accounting Office, regarding those firms which the De- 
partment of Labor has found to be in violation of the Walsh-Healey 
Public Contracts Act. 

When that information comes to us, I am not sure of the exact time, 
but I believe there is a 3-year period after a person or firm has been 
found to be in violation of the act, during which time no contracts 
are let with them. 

In addition to that, each of the military departments has firms 
which have defaulted under previous contracts. Information re- 
garding that is made known to contracting officers, and the contracts 
are not placed with firms which have defaulted or otherwise violated 
terms and conditions of the contract. 

Senator Munpr. If a firm has its principal officers with Federal 
Ce records for having violated other laws, except the 

Valsh-Healey Act 
Admiral Rivne. Yes, sir. 
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Senator Munpr (continuing): Or other than simply having de- 
faulted on a contract, are you not also interested in seeing to it that 
the Government does not negotiate contracts with them? 

Admiral Ring. Yes, sir. 

Senator Munpt. How can you tell whether a firm falls in that 
classification or not without checking it against the criminal records 
of the FBI? 

Admiral Rive. Senator, | am afraid we would have no time to 
conduct that type of check. The procurement officer is on notice 
regarding the name and business style of the firm with whom he does 
business, and obviously is on notice with regard to the make-up of the 
officers of the firm. 

I do not believe, sir, that we could require checking with the FBI 
on a criminal record of the officers of the firm—I do not think we 
would, except as we were put on notice—I do not think that we could, 
that the contracting officers could, be expected to do that, sir. 

Senator Munpr. It would seem to me that before you send out 
an approved list of manufacturers and regular dealers, to your pro- 
curement officials, there should be some check made in advance of 
that so that the procurement officials who make these negotiated 
contracts would know that was a dependable and reliable list. 

Admiral Ring. I am sorry, sir, I did not understand any statement 
had been made that we attempted to send out an approved O. K. 
list. I intended- 

Senator Munpr. You said you mailed your invitations only to a 
list of manufacturers or regular dealers, so you have got a list to whom 
you mail. 

Admiral Rine. Well, we have got a list. We mail only to those 
firms that qualify as manufacturers or regular dealers. 

Senator Munpr. That is right. My point is whether you make 
any determination in advance of the mailing out of your imvitations 
for bids that the officers of these manufacturers or retail dealers do 
not have criminal records in the FBI. 

Admiral Rinec. We do not, sir. 

Senator Munpr. This whole negotiation business, it seems to me, 
is a very disturbing thing, because while you negotiate contracts 
only up to $25,000, except in certain categories where there are other 
reasons, perhaps secrecy reasons and so forth, the accumulation of 
purchases under the limit of $25,000 in the aggregate is tremendously 
large; is that not right? 

Admiral Ringe. Well, Senator, I am sorry again, sir, | know of no 
stipulation that we only negotiate contracts less than $25,000. We 
negotiate contracts for hundreds of millions of dollars. 

Senator Munpr. Only upon a finding, however, that such a negotia- 
tion is in the public interest, as against having a bid; is that not right? 

Admiral Rinc. Well, under the general exception quoted on page 3 
of Mr. Clark’s statement, sir, which is contained in the Armed Services 
Procurement Act, Public Law 413, negotiation may be had if deter- 
mined to be necessary in the public interest during the period of a 
national emergency declared by the President and the Congress. 
So, under the terms of Public Law 413, when the President declared 
a national emergency to exist, negotiation could be undertaken under 
the authority of 2 (c) (1) of the act quoted here, and was so under- 
taken. 
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Senator Munpr. You do not follow, then, the same regulation that 
the General Services Administration follows that Mr. Larson set forth 
on page 10? 

Admiral Ring. Yes. While I do not hold a copy of Mr. Larson’s 
statement, I think we follow precisely that. I do not think that he 
limited negotiation to contracts less than $25,000, sir. 1 would have 
to read his statement, Senator. 

Senator Munpr. I will read that portion of it on page 10. It says: 

The regulation requiring the disclosure of information and providing for the 
covenant against contingencies was set forth in Circular No. 2, dated May 1, 
1950, and was effective in all agencies from that date forward. There were certain 
exceptions set forth in that regulation which I carried forward in a revised regula- 
tion which is to become effective April 16 next. These are: 

(a) Advertised contracts in which the aggregate amount involved does not 
exceed $25,000. 


(b) Negotiated contracts in which the aggregate amount involved does not 
exceed $1,000. 

(c) Negotiated contracts for perishable subsistence supplies in which the 
aggregate amount involved does not exceed $25,000. 

(d) Any other contracts, individually or by class, of the Department of Defense, 
designated by the Secretary, Under Secretary, or Assistant Secretary of a military 
department. (Reports of any such exception shall be filed promptly with the 
Administrator of General Services.) 

Those were the exceptions that he set forth. 

You have other exceptions in your procurement policy. 

Admiral Rine. The exception that he quotes there regarding the 
ability of the procurement secretary of each department to authorize 
negotiation for his department is, I think, covered in Mr. Larson’s 
statement there, sir. 

Now, the policy of the Army, the Navy, and the Air Force to 
negotiate contracts stems from the quotation here on page 3 of Mr. 
Clark’s statement. The decision as to whether negotiation or formal 
advertisement shall be had is likewise the responsibility of the procure- 
ment secretary of each department, delegated by him to those levels 
of authority that he deems proper. 

In the military department, sir, it is necessary because of the highly 
technical tactical equipment that we have to buy to do a great deal 
more negotiating than will ever be necessary in the nonmilitary seg- 
ment of the Government. 

Senator Munpr. That I grant, Let us get away from the technical 
part altogether. Let us talk about what you call shelf supplies; let 
us talk about standard merchandise. Do you go out and negotiate 
beyond the extent of $25,000, then, if you are simply going to buy 
something like paint or blankets or something like that? 

Admiral Ring. It is done, and it can be done, sir, under the author- 
ities contained. The judgment of whether it is done—formal adver- 
tisement and competitive bidding—is still being had, and it will 
continue to be had, but there will be more negotiation since the 
declaration of the emergency than there was before, sir. 

Senator Munprt. In other words, making a contract on a competi- 
tive bid now has become the exception rather than the rule. 

Admiral Rina. In response to a question from the chairman, sir, I 
think he asked the question as to what percentage were now being 
negotiated and what percent formally advertised. 1 do not have the 
percentage, sir; I will furnish it to the chairman. I would like to 
get the accurate figures, but the percentage on the side of negotia- 
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tion—take the Department of the Air Force, for instance: As I 
remember, of the dollar value of contracts let for the last 6 months, 
that is, the first 6 months of this fiscal year, I think 9 percent of the 
procurement dollars were formally advertised, which would make 91 
percent negotiated, and there is a very real reason for that because 
of the nature of the material being procured by the Department of 
the Air Force. I think that figure is accurate, but I do not remember 
it exactly. 

Senator Hoey. I will say to Senator Mundt that the staff is working 
= ona we are going to hold hearings on this negotiated matter right 
shortly. 

Senator Munpt. I want to ask another question, either of Mr. 
Clark or the admiral. Would you consider it legitimate for a pro- 
curement officer under your general regulation to send invitations for 
bids to a manufacturer or regular dealer if you were about to buy 
excelsior—if you sent the invitation to a paint manufacturer? 

Mr. Crark. If you are about to buy what, sir? 

Senator Munpr. Excelsior, and so you send your invitation to a 
man who is a paint manufacturer; he is a regular dealer or manufac- 
turer of paint. He is obviously a jobber or a 5 percent artist in 
excelsior. Would you consider it legitimate for the procurement 
officials of the armed services to send invitations for bids on excelsior 
to this paint manufacturer? 

Mr. CrarK. Not unless this was a regularly listed product of the 
man as a manufacturer. 

Senator Munprt. He does not manufacture it at all. 

Admiral Rive. Not wishing to twist your question at all, Senator, 
but in order for me to understand it correctly, if the case cited by 
you is one where you ask a question, is it right for a procurement 
officer to ask a paint distributor to bid on excelsior 

Senator Munpt. That is right. 

Admiral Rine (continuing): The general rule with respect to who 
gets invitations to bid is a self-listing by manufacturers or so-called 





regular dealers. If they indicate that they want to bid, for instance, 


on steel products, then anything made of steel—it is a pretty wide 
category—and if he lists himself so broadly he may well get invita- 
tions to bid on which he is not interested. 

The question of the procurement officer’s lacking a request from a 
manufacturer or regular dealer to receive invitations to bid on a cer- 
tain product, I do not know why he would ask a paint man to bid on 
excelsior. If he did it, I do not think he was smart. 

Senator Munpt. I am now talking about something that actually 
happened at the Philadelphia Signal Corps office. I am talking about 
invitations to bid that were sent to the officials of a company who were 
jailbirds, with Federal penitentiary sentences. I am talking about that 
type of thing happening; a man who lists a great list of everything, and 
procurement officials invited him to bid because he is on the list, 
whether it is electrical equipment, whether it is excelsior, whether it is 
paint, whether it is blankets; I am talking about percentages of profit 
as high as 600 percent under this scheme of negotiated contract, and [ 
think that is an utterly indefensible way to operate and I think the 
armed services have the responsibility to the taxpayer to take some 
precautions before they send out a list, because if they send out a bid 
to a so-called accredited list and you do not check them with the FBI, 
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so you send them to the jailbirds. You do not see whether they manu- 
facture the stuff they allege they manufacture, so you send them an 
invitation to everything if they self-assert that they manufacture 
everything. 

Admiral Rina. The statement that we do not check, sir, that is 
not entirely correct. A great deal of checking is done with regard to, 
well, Poor’s Register of Manufacturers, Thomas’ Register of Manu- 
facturers, Moody’s, plus the normal routine checks made by inspectors 
of material, if it is a source inspection, at the plant—a physical visit 
to the plant by inspectors. 

The thing that disturbs me, Senator, is your statement that it is a 
responsibility of the procurement officer to check FBI or other records 
regarding past actions of American businessmen. We do not have the 
time, sir, nor the personnel to conduct that check. I think it would be 
— impossible for Government procurement to proceed on that 

asis. 

Senator Munpr. That is not a very elaborate test. Suppose you 
have got 4,000 people who want to be on the list to bid. The FBI 
can go through their index file mighty fast to see whether those people 
are violators of the Federal laws or if they are criminals, because they 
are simply checking the record of the Federal penitentiary people, and 
I see no reason in the world why favors should be shown to jailbirds 
who have violated the Federal laws, and I see no reason why the De- 
fense Department—I see no reason in the world why that kind of 
liaison could not be established between your procurement officials 
and the finding of a criminal record in the FBI files, which does not 
involve any field investigation. It simply requires a clerk to run 
through the index tabs and say, ‘Out of the 4,000 people, we have got 
300 of them or 30 of them or 3 of them that we would suggest you do 
not do business with,” or at least ‘Here they are, they have got 
Federal penitentiary sentences.” 

Admiral Rina. On the basis, sir, of about a million and a half 
procurement actions in the three military departments each year, I 
do not mean all formal contracts, but over a million and a half pro- 
curement actions, and this is nothing but a wild guess, something in 
the order of 400,000 firms who, from time to time, wish to bid on 
Government contracts, the task, if it were limited to 4,000, I would 
agree completely with you, Senator, but the thing is so vast in its 
scope that little business concerns, for instance, that we never heard 
of before expanded military buying took place, by the thousands 
and thousands are asking to get on our list. If we were to wait as 
each man comes on the list to have an FBI check of whether he has 
a past criminal record, I am afraid, sir, that will do the distressed 
little-business man so much damage in delay and placement of the 
contract that he so desperately needs that we will defeat the purpose 
of the whole thing. 

Senator Munpr. I understood though that in your answer to the 
question of the chairman you do not send this out to 400,000 people; 
that you limit it to, No. 1, a list of manufacturers or regular dealers 
and, No. 2, to chambers of commerce. I am talking now only about 
the people you put on an accredited list; if it is the procurement 
official who gets it from Washington it is an accredited list. 

Admiral el Senator, I am sorry I have not made it clear. 
There is published no accredited list. It is the responsibility of each 
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purchasing office, when they send out an invitation to bid to see that 
it is sent out only to a manufacturer or regular dealer, and it is the 
individual contracting officer’s responsibility to check with Poor’ s, 
Moody’s, Thomas’ register of manufacturers, or other appropriate 
source. We do not send out a master list from Washington, nor does 
any such list exist, to the best of my knowledge. 

Senator Munpr. But your procurement official apparently does 
not send out his invitation to bid to everybody who wants it. You 
said that would be a $3,000 item, and it costs too much. 

Admiral Rivne. He cannot, sir. We have a number of devices 
for that. 

Senator Munpr. Well, each procurement office has an accredited 
list to whom they send it. It has a master list. 

Admiral Ringe. Each procurement office, if the number of people 
who have requested it were 900, the Department of the Air Force, 
to refer to that Department again, uses and has used a post-card 
mailing indicating that on such and such a date they are going to 
advertise for bids for socks, if you will. There is a detachable return 
post card. ‘‘Are you interested in bidding at this particular time?” 
If the answer comes back affirmatively, they are sent an invitation 
to bid, provided the procurement officer finds that they are manu- 
facturers or regular dealers and can so establish that. But a list of 
900, of those, 800 might not be interested at this particular time and 
no invitation is sent to them. Conceivably all 900 could be in- 
terested. But that is the option of the individual manufacturer or 
regular dealer. But the thing is too fluid, Senator, that on any 
given item a completely different response might be had the first time 
you bid from the second time you bid. 

Manufacturers who were generally listed might be busy, might 
have turned to the manufacture of other things than socks, or what- 
ever the particular procurement was for, but there is not a regular 
master stand-by list of people who were cleared or people who were 
not cleared. 

Senator Horny. Admiral, Mr. Flanagan would like to ask you a 
question or two. 

Mr. FianaGan. Admiral, in our discussions that you and I and 
members of your staff had the other day, it was brought out that 
roughly 1 percent of the contracts in the Military Establishments 
today —and that 1 percent is based on merely spot checks, but roughly 
1 percent of the contracts or even less than 1 percent, I believe, show 
that the contractor used other than a full-time employee to negotiate 
the contract. 

Admiral Rina. Yes. 

Mr. Fuanacan. Do you feel that this very small percentage is a 
true representation of the actual facts? 

Admiral Rive. I do not. 

Mr. CiarKk. Neither do I. 

Mr. FLANAGAN. You do not either, Mr. Clark? 

Mr. Crark. I do not either. 

Mr. Franacan. What do you feel that indicates when it shows 
that only 1 percent of our contractors in Government procurement 
today are using representatives? 

Mr. Ciark. You are asking me? 

Mr. FianaGan. Yes, Mr. Clark. 
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Mr. Cuark. I think the part of it is misunderstanding. You were 
present when we ran down the instance of my own company to find 
out, and it was clearly a case of misunderstanding of the words in 
parentheses “full-time employee’’ as contrasted with the paragraph 
in the later pages on contingent fees, and that sort of thing. 

I am sure that not all of the manufacturers rec ognize the fact that 
they are required to mark that blank “Yes” if their representative in 
Washington is actually on their payroll, with a regular salary, and an 
allowance for office quarters and not paid on a fee basis, as was our 
case, as you remember, because the man is an engineer. 

Mr. FianaGcan. Do you feel that these new regulations that were 
promulgated yesterday by Mr. Larson, as indicated here this morning, 
will help to clear up that specific problem? 

Mr. Cuiark. I certainly do. 

Mr. FianaGan. In other words, as you know, this committee, and 
I know the Department of Justice, and the other procurement agencies 
realize that we cannot catch the illegitimate 5-percenters unless we 
demand disclosure from everyone. 

Mr. Cuiark. That is right. 

Mr. FLtanaGcan. Up to now the disclosures indicate that we are not 
getting complete information. 

Mr. Crark. That is right. 

Mr. FLuanaGan. That is all. 

Senator Horny. Thank you very much, Mr. Clark and Admiral 
Ring. 

I ‘will ask the following witnesses to come up: Rear Adm. G. F. 
Yoran, Col. Paul M. Selee: mn, and Brig. Gen. Phillips W. Smith. 

Gentlemen, come around. I want to say that we appreciate your 
presence here this morning. I understand that you have prepared 
statements and since the Senate is in session, and we are going to have 
to respond, I am going to ask you to file copies of your statements 
with us, and then if we wish to ask you questions about the statements 
in the future, we will ask you to come back. 

If you have written statements, each of you will just file them with 
the clerk, and then we will have them read, and if we need to ask 
any questions, we will ask you to return at some future date. 

(The prepared statements of Rear Adm. G. F. Yoran, Depart- 
ment of the Navy; Col. Paul M. Seleen, Department of the Army; 
and Brig. Gen. Phillips W. Smith, Department of the Air Force, are 
as follows:) 


STAPEMENT OF REAR Apo. G. F. Yoran, SC, Unirep States Navy 


Based on section 4 (a) of the Arrned Services Procurement Act of 1947, all 
military contracts over $1,000 in value contain a clause entitled ‘“‘Covenant 
Against Contingent Fees.’’ This clause must be agreed to by all contractors who 
wish to sell supplies or services to the Government. The covenant reacs as 
follows: 

“The contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial, or selling agencies maintained by 
the contractor for the purpose of securing business. For breach or violation of 
this warranty the Government shall have the right to annul this contract without 
liability or in its discretion to deduct from the contract price or consideration the 
full amount of such commission, percentage, brokerage, or contingent fee.’’ 

In order to provide a better means of carrying out the intent of the Congress 
in regards this clause, the General Services Administration and the military 
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departments cooperatively developed a uniform procedure and standard form for 
use in obtaining information concerning such contingent or other fees paid by 
contractors for soliciting or securing Government contracts. The resulting direc- 
tive as issued by the General Services Administration was dated May 1, 1950, 
and required that its provisions become effective July 1, 1950. Based upon 
this directive, the Navy Department in turn issued instructions on May 29, 
1950, implementing the directive as it applied to Navy contracts except for 
contracts: 

(i) Awarded pursuant to formal advertising in which the contract price at the 
time of award does not exceed $25,000; 

(ii) Negotiated for perishable subsistence supplies in which the contract price 
at the time of execution does not exceed $25,000; or 

(iii) Negotiated (other than for perishable subsistence supplies) in which the 
contract price at the time of execution does not exceed $1,000. 

The system used to ensure that the Navy does not deal with or pay for the 
services of improper selling agents varies somewhat in procedure depending on 
whether the contract is advertised or negotiated. 

On contracts which result from formal advertising we have incorporated into 
the invitation to bid form a statement which reads as follows: 

“Bidder represents: (check appropriate box) That he O has, © has not, 
employed or retained a company or person (other than a full-time employee) to 
solicit or secure this contract, and agrees to furnish information relating thereto 
as requested by the contracting officer.”’ 

If the low bidder, in response to formal advertising, checks the box 0 has not, 
and there is no reason to believe that his statement is untruthful, the contracting 
officer, if otherwise proper, awards the contract. 

If the low bidder checks the box 0 has, the contracting officer sends the bidder 
a@ standard form 119 (standard among all executive agencies) for the purpose of 
developing further information in regard to the relationship which exists between 
the prospective contractor and his agent. Delay is not incurred in awarding the 
contract, if otherwise proper, pending the receipt of the information required by 
the standard form. 

A mere failure of the bidder to check the appropriate box is considered a minor 
informality. Prior to the award the bidder is given the opportunity to check the 
appropriate box or is otherwise allowed to make such a representation. If the 
bidder refuses to make the representation, after the opportunity has been afforded 
him, his bid is rejected. We require that such action be reported by the con- 
tracting officer to the head of the procuring activity concerned. 

‘ ape information asked of the contractor on the standard form is briefly as 
ollows: 

1. Name and address of the persons so employed. 

2. Type of organization (corporation, partnership, or individual). 

3. Relationship to contractor (employee or selling agent). 

4. A copy of any existing agency or commission agreement or its terms. 

5. Description of duties performed by such agents. 

6. Amounts paid or to be paid such companies or persons in connection with 
soliciting on securing the contract and the basis of payment. 

7. A statement as to whether or not the agent named represents the contractor 
in both Government and private business. 

8. A statement as to whether or not the companies or persons named are bona 
fide employees or a bona fide established commercial or selling agency maintained 
by the contractor for the purpose of securing business. 

If the contracting officer is satisfied that the completed form and any other 
available information does not evidence any action inconsistent with the covenant 
against contingent fees clause or any misrepresentation, he may accept the form 
without further action with respect thereto. On the other hand, if the contract- 
ing officer believes that the warranty might have been breached, he then reports 
the matter for determination by the head of the procuring activity concerned or 
his duly authorized representative. In the case of the Navy Department the 
term ‘Head of a procuring activity” means the chief of each Bureau, the Chief 
of Naval Research, the Aviation Supply Officer, the Commander, Military Sea 
Transportation Service, and the Commandant of the United States Marine Corps. 

The head of the procuring activity, or his duly authorized representative, takes 
or causes to be taken one or more of the following actions as appropriate: 

(a) If an award, or execution of a negotiated contract, has not occurred, de- 
termine whether the bidder or proposed contractor should be rejected; 

(b) Recover the amount of any improper fee; 
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(c) Annul the contract, if awarded or executed; 

(d) Make recommendations, in accordance with procedure otherwise regularly 
established, with respect to the future bidder or proposed contractor; 

(e) Determine whether the case should be referred in accordance with proced- 
ures regularly established with respect to matters of fraud. 

If the procurement is conducted by negotiation rather than formal advertising, 
the successful contractor, as a part of the negotiation, signs a statement which is 
identical with that signed by a contractor who submits a bid in response to ad- 
vertising. However, no contract is executed by negotiation with a supplier until 
it has been determined that no improper selling arrangements exist. 

The Navy’s experience in operating under this procedure has been reported 
informally to your special investigator, Mr. Arthur Sheridan, through our con- 
gressional liaison officer, Capt. A. E. Becker. A spot check of 11 major field 
purchasing activities indicates that of 24,954 contracts over $1,000 in value placed 
between July 1, 1950, and February 28, 1951, there have been only 255 cases 
where the low bidder on a forma! advertisiment or the low quoter in a negotiation 
made an affirmative representation that he had used other than a full,time em- 
ployee to solicit the contract. This spot check thus indicates that only in ap- 
proximately 1 percent of the cases do we get an affirmative representation. 

It is my opinion that these figures do not accurately reflect the actual use of 
part-time employees. I feel that a much higher percentage of contractors use 
other than full-time employees to solicit contracts. I believe that the small 
number of affirmative representations results primarily from the suppliers look- 
ing behind the part-time employee representation to the covenant against con- 
tingent feel clause, feeling that if they are not violating the contingent fees clause 
then they are free to make a negative representation. 

In the entire period of operations under the procedures outlined above we have 
found only 14 cases whieh, due to possible conflict with the covenant against 
contingent fees clause, have been referred to the head of procuring activity here 
in the bureaus of the Navy Department. Of those fourteen cases determinations 
have already been made that 11 did not actually violate the covenant. The 
remaining 3 cases are still under consideration. 

Each case must, of course, be decided on its own merits since a relationship 
may be proper one time, but improper another. In passing on each case we must 
try to establish who is a bona fide employee or a bona fide established com- 
mercial or selling agency and whoisnot. It must be remembered that it is general 
business practice in certain segments of industry to employ representatives while 
in others itis not. Also big business can afford a full-time Washington represent- 
ative—small business cannot. 

The decisions in some cases are not easy since there are no categorial guideposts 
set up whereby we can judge whether or not the warranty of the contingent fee 
clause has been breached as each case must be decided on its own particular facts. 
However, it is not too difficult as long as the real intention of the Congress—the 
elimination of the influence peddler—is kept in mind. 

To sum up my statement, I wish to point out that the Navy has experienced 
no great difficulty with respect to administering the intent of the covenant against 
contingent fee clause. 





STaTEMENT oF Cou. Paut M. Se.een, GSC Orrice, Assistant Cuter or Starr, 
G-4 Curer, CuRRENT PRocUREMENT BRANCH 


1. In handling the matter of manufacturers representatives and sales agents, 
the following procedure is presently in effect in the Department of the Army. 

(a) A space is provided on the invitation for bid for the contractor to indicate 
whether or not he “has employed or retained a company or person (other than a 
full-time employee) to solicit or secure the contract.” 

(b) In those cases where a contractor gives no indication as to either a negative 
or re pe reply, a follow-up is made to insure that the contractor completes 
the form. 

(c) In those cases where the contractor makes an affirmative reply, Standard 
Form 119 is furnished to the contractor to be filled out. Upon receipt of this 
form by the contracting agency, the information contained is considered along 
with all of the other factors which must be considered prior to the making of an 
award to any contractor. In all cases where there is any question or possible 
misunderstanding concerning the information furnished by a contractor, more 
information is obtained and a decision made on the basis of all of the information. 
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All of these papers are made a part of the contract file, as each contract award is 
made on the basis of its individual merits. 

(d) Ne action is taken upon negative replies unless information comes to the 
attention of a contracting agency which indicates that the negative reply might 
not be accurate. 

2. Department of the Army implementation of GSA Circular No. 2 is similar 
to the Navy implementation. 

3. Due to the fact that contractors are only required to file Form 119 once; 
certain offices have adopted the practice of card-indexing accredited representa- 
tives for easy references and efficient administration. In that way any new filing 
of representatives may be quickly verified to insure that proper and adequate 
representation is being furnished. 

4. A brief survey was recently made as to the number of companies reporting 
the use of sales agents or manufacturers representatives who were not full-time 
employees of the company concerned. This survey included only the major 
procurement offices of our seven technical services. These particular offices 
accomplish the volume procurement within the Department of the Army. Approx- 
imately 500 Form 119’s were filed by successful bidders under the approximately 
26,000 procurement actions occurring in that period. The figure of 500 covers 
only companies or individuals representing a contractor and does not indicate the 
number of procurement actions accomplished by the sales agent after the initial 
filing. No record is kept of this information as it would have no useful value to 
the Army. 

5. Of the 500 companies or individuals representing contractors, approximately 
90 percent were established brokers, commission merchants and sales agents 
representing both large and small companies, and were generally found in the 
subsistence field, both in nonperishables and perishables. The remainder were 
generally in specialized fields dealing with engineering items or special-purpose 
equipment, where the agent actively engaged in estimating, supervising installa- 
tions, and in furnishing of services. A few were manufacturers representing groups 
of small manufacturers to whom they furnished advice, historical information on 
pricing, assistance in preparation of bids, expediting and like services. 

6. There has been no noticeable increase in activity in the sales agent field. 
However, there has been a decided increase in inquiries from contractors requesting 
information as to how they could be placed on eligibility lists, and the mechanies of 
submitting a bid. It is believed the latter situation is caused by the frequent 
publicity advising that outside agents are not necessary to obtain a Government 
contract. No cases of attempted or asserted influence have been reported. 





STATEMENT OF Brig. Gen. Puitiirs W. Smirn, USAF 


Senator Hoey, and members of the committee, the Air Force has endeavored 
to provide the means whereby any manufacturer or regular dealer, however small, 
may participate in the Air Force procurement program without the need for 
employing a representative. The sources list system in use by the Air Force is 
designed to provide a simple efficient system _in which all interested manufacturers 
and regular dealers may be assured of an equal opportunity to participate in Air 
Foree procurement. At present approximately 20,000 firms, large and small, are 
recorded as potential sources of supply and between two and three hundred firms 
are being added each week. In connection with 1,320 advertised procurements, 
during the period beginning July 1, 1950, a total of 126,622 contacts were made 
with manufacturers and dealers; an average of 95 firms were contacted on each 
procurement. 

Frequently manufacturers’ representatives request listings in the sources list 
either in their own name or in the name of the firms they represent. Any firm 
identified as a manufacturer or regular dealer will be established in the sources 
list but the names of manufacturers’ representatives are not knowingly listed. 
There have been instances where manufacturers’ representatives or selling agencies 
insist upon interposing themselves between the Air Force and the manufacturers 


or dealers, but even in these eases we list only the manufacturer or dealer and do. 


not recognize the manufacturer’s representatives. 





—__ . — ~ 
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Since hearings were conducted by the Senate investigation subcommittee last 
year, three pertinent directives have been issued which affect Air Force procure- 
ment: 

1. Circular No. 2 prepared by the General Services Administration. 
2. Joint Army and Air Force Procurement Circular 12. 
3. A Directive issued by the Air Matériel Command of the Air Force 
(DOI 70-118). 
The effect of these directives was to require a representation on every invitation 
for bid on advertised procurement and requests for proposals on negotiated pro- 
curement, that— 

‘‘Bidder represents that he has or has not employed or retained a company 
or persons (other than a full-time employee) to solicit or secure this contract, and 
agrees to furnish information relating thereto as requested by the contracting 
officer.” 

This statement is required either at the time the bid is submitted in the case of 
advertised procurement or prior to award of any contract in the case of negotiated 
procurement. In the cases of affirmative representation or in cases where mis- 
representation is suspected, the contractor is required to complete a Standard 
Form 119 which was prepared by the General Services Administration. 

Since July 1, 1950, there have been placed 1,262 advertised procurements and 
2,488 negotiated procurements at Headquarters, Air Matériel Command. Of 
these contracts, the following is a recapitulation of this subject: 


(a) Number of procurement actions since July 1, 1950, for which there has 


been an affirmative representation ____------ be ca 3 
(b) Number of the actions in (a) above in which further action has been 

considered appropriate___-_-- -- - - : ; 1 
(c) Number of actions in (a) above in which Standard Form 119 has not 

been evaluated - - - ----- cea 1 


(d) Number of actions in (a) above in which the Standard Form 119 has been 
requested but not received Sa 2 

(e) Number of actions in which a negative representation has been made but 
execution of Standard Form 119 was considered desirable 2 


It is quite apparent that contractors are of the opinion that their representatives 
(other than full-time employees) do not solicit or secure contracts but perform 
other valuable services. The Air Force is not aware of any reluctance on the 
part of procurement contracting officers to deal with representatives who perform 
a service for their client. Many of these representatives provide a specialized 
service in sales engineering, such as analyzing blueprints and reading specifications, 
preparing quotations, etc., which materially assist: the contractor, particularly 
in the fields of specialized procurement. With many larger contractors, full- 
time employees are available to perform this service, but in the cases of small 
contractors it is often to their advantage to employ specialized assistance. 

Standard Form 119 fails to disclose the information necessary to form an opinion 
as to the propriety of the relationship in a particular case. The outstanding 
weakness of the form is in question 8, which asks the question whether the person 
who solicited the contract is a bona fide employee or a bona fide established com- 
mercial or selling agehey. “It seems futile to ask the contractor this question. 
In the first place the question is leading; it naturally suggests the desirability of an 
affirmative answer. In the second place the question calls for a conclusion as to 
several facts, such as bona fides, whether the agency is established, and whether 
it is maintained for the purpose of securing business. 
Standard Form 119 are the following: 

1. The form does not ask the direct question whether or not a broker or business 
solicitor has been engaged. 

2. The utility of the form is greatly impaired by the ease with which one answer 
can block any further inquiry. If question 1 is answered ‘None,”’ no answer to 
the remaining questions is called for, and no opportunity is afforded to cross- 
check such an answer from other information on the form. 

3. The words ‘full-time employee” are not self-explanatory and are not in any 
manner explained in the form. The form also leaves open the question whether 
the employee, although “full time”, may have been employed for only a few 


Additional criticisms of 
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days, i. e., a sufficient length of time to enable him to bring to bear the influence 
necessary to secure a particular contract. 

4. The use of the word ‘“‘duties’” in question 5 implies a contractual or other 
obligation. The emphasis should be on acts, not duties. 

5. There are no instructions covering the manner in which the form should be 
signed. As a result, there is no ground for rejecting a form signed by a broker or 
representative in the manufacturer’s name. 

6. The form accepts conclusions without requiring a showing of the facts upon 
which the conclusions are supposed to rest. 

In order to eliminate the objectionable features of Standard Form 119 and to 
provide a vehicle for obtaining information which may be evaluated intelligently, 
this Headquarters has prepared and forwards as exhibit E hereto a substitute 
form which is recommended for adoption in lieu of Standard Form 119. There is 
also forwarded as exhibit F an a of the purposes of the various items of 


information required by exhibit E, which may be used as a guide in evaluating 


answers when exhibit Eis used. It is suggested that exhibits E and F be submitted 
to other Government departments for their coordination and, if approved, that 
it supersede Standard Form 119. 


Senator Hory. Thank you very much for your presence here today. 
The subcommittee will now take a recess. 
(Whereupon, at 12:10 p. m., the subcommittee recessed.) 


x 





